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Abstract 
 

Maximizing returns are most investors’ main concern and throughout the years plenty 

of strategies have been developed in order to reach this goal. What they have in 

common is that they claim to outperform the market, which should not be possible 

considering theories such as the Efficient Market Hypothesis. The Dogs of the Dow is 

such a strategy and it is built upon the simple idea that you invest in stocks with high 

dividend-yield. In this study, we will search for evidence that dividend-yield could work 

as an indicator for what stocks to invest in if you want to maximize your total stock 

return. The study is conducted on the Stockholm stock market where there is a clear 

lack of information regarding the dividend-yield and total stock return relationship. We 

will examine historical data for thirteen years and as such our study is completely 

quantitative. The purpose is to answer the following research question; 

“What is the relationship between dividend-yield and total stock return for stocks on the 

OMX Stockholm Benchmark Index during different trends of the Stockholm stock market 

during 1999-2011?” 

In the processes of answering our research question, we have been conducting statistical 

tests where the linear regression at the heart. Multicollinearity has been addressed 

through a Pearson Correlation test. Without considering tax or transaction costs, there 

was indeed a statistically proven positive relationship between the dividend-yield and 

the total stock return for the entire period. When examining the sub-periods, which have 

been divided according to the market trend of the stock market as well as year by year, 

it is however only possible to ensure the relationship on statistical grounds for some 

periods. The majority of results indicate a positive relationship between the two 

variables, even though they might not be statistically proven. Moreover, the relationship 

did not seem to be linear as zero dividend-yielded stocks had a higher average total 

stock return compared to the whole sample looking at the entire period. In conclusion, it 

has been more profitable to follow a strategy that is advocating a portfolio selection of 

stocks with high compared to low dividend-yield. 
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1. Introduction 

In this chapter we will go through the background to our problem and narrow it down 

until we reach the research question our study will entitle. We explain the limitations of 

our work as well as the possible contribution it can have depending on the result. 

1.1 Problem Background 
Investors are constantly looking for means to maximize their wealth and the stock 

market is one of the most commonly used investment choices. However, a problem 

arises with the abundance of stocks to choose from. How should investors go about 

when picking specific stocks for their portfolio? 

According to the Efficient Market Hypothesis, from here on denoted as EMH, all 

available information should be priced into today’s stock price. As such, the only way 

to outperform the market is by pure luck as the movements on future stock prices are 

described as a random walk (Fama, 1970, p. 386). If the EMH is true it also closes the 

door for various portfolio strategies that claims to outperform the market.  

 

However, there are studies, which are contradicting the EMH. According to Bondt and 

Thaler research “Does the Stock Market Overreact”, people tend to “overreact” to 

unexpected information and events. This indicates that the stock market is inefficient 

which in turn make room for profit opportunities and investment strategies (Bondt & 

Thaler, 1985 p. 804). Another research made by John S. Howe named “Evidence on 

Stock Market Overreaction”, stated that the stock market is inefficient since the stock 

prices altered as it was faced to new information. Bad news made the stock price 

experience a large decline, which was followed by an above-average return. Good news 

had an increasing impact on stock price and later followed by a below-average return. 

Such anomalies in the market, which cannot be explained by EMH, would open up for 

the possibility that investors with the appropriate skills and knowledge could take 

advantage of this situation (Howe, 1986 p. 74). 

Dividends are a distribution of the companies’ earnings to shareholders. A dividend 

could either be a cash payout or an additional stock issue.  Modigliani and Miller’s 

paper on dividend irrelevance named Dividend policy, growth and the valuation of 

shares (1961) states that dividend policies are irrelevant to investors since they are able 

to create their own portfolios after their own preferences without altering the expected 

stock return or risk. If the investors prefer cash dividends they could easily sell a part of 

their equity or if they prefer capital gains, the investors could reinvest the dividends by 

investing in additional shares. 
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According to Murray Frank and Ravi Jagannathan it is well documented that stock 

prices drop, on average, less than the value of the dividend on the ex-dividend day. The 

consensus was then it had to do with taxes associated with dividends. However in a 

study on the Hong Kong market, where dividends and capital gains are tax-exempt, it 

was observed that the price drop in stock price was far less than the value of the 

dividends (Murray & Jagannatha, 1996, p. 185). This further strengthens investment 

strategies that would focus on high yielded dividend stocks and flaws to the EMH. 

An article in The New York Times (Lim, 2012), claimed that stocks with higher 

dividend-yields outperformed, in terms of total stock return, compared the Standard and 

Poor´s 500 index in 2011. Fascinated by what had been disclosed to us we decided to 

look deeper into the claims and found several studies made in this field. In the late 80-´s 

strategies to outperform indexes by investing in high dividend-yielding companies were 

introduced which proved to be very successful (Domian et al., 1998). However, recent 

result from a study indicated that the extra total return on high dividend-yielded 

companies is fallacious over an extended period of time. According to “The Dogs of the 

Dow Myth” the author have found that the strategy has periods of over-performance 

that are in the long run balanced out by periods of under-performance comparing to the 

index (Hirschey, 2007, p. 14). This result implies that EMH works in long term rather 

than short-term. 

In addition, similar researches have been made on the Swedish stock market. In the 

research the authors made a portfolio consisting of 10 companies, which had the highest 

dividend-yield and compared the total returns of that portfolio to Nasdaq OMX30 index 

over 5 years. The test revealed that the portfolio outperformed the index with a good 

marginal return during these years (Wallenius & Shamon, 2011). A contradicting 

research made on the Swedish market claims there is no statistical evidence that the 

market would be inefficient as far as the dividend-yield and total stock return are 

concerned, between the years of 1919 - 2003 (Larsson & Waak, 2006). 

 

In previous research we find that there are contradicting results on both the stock market 

in United States and in Sweden. We are observing that the results, over longer periods, 

seem to be canceled out. It is of interest to everyone who is participating in the stock 

market if we can confirm or infirm a relationship during different periods in time. 

According to M. J. Gordon, investors may very well prefer a certain return today over 

an uncertain prospect of future capital gains without being irrational (Gordon, 1963, p. 

265-266). This would theoretically increase the demand on stocks with higher yields 

which in turn would increase the price of these in accordance with the supply and 

demand theory (Litzenberger & Ramaswamy, 1979, p. 163).  
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Taking these studies and theories into account one could make the assumption that in 

times of uncertainty, high dividend-yield stocks would outperform the market while in 

times of certainty the effect would be canceled out. As far as we have been able to 

discover there have been no previous study if this link could be made on the Swedish 

stock market, nor on the one in the US. 

The reason we chose to conduct the study on the Swedish market is because we, the 

authors, are finance students at a Swedish university and are planning to start working 

in Sweden after graduation. Thus it would make less sense for us to conduct this 

research for any other stock market abroad. That being said, it would still be of interest 

for investors abroad to conduct a similar study and in particular, in the US where the 

dividend-yield strategy originated. 

1.2 Research Question 
In order to do further investigation we need to define our research question. 

Our main question to answer is the following: 

-     What is the relationship between dividend-yield and total stock return for stocks 

on the OMX Stockholm Benchmark Index during different trends of the Stockholm 

stock market during 1999-2011? 
This is however a fairly large question to answer. To get a better insight into how the 

Swedish market is working and how well the efficient market theory applies here, we 

have decided to split the main question into three parts. Each question will have its own 

tests and analyses, which will later be incorporated to form an answer for our main 

question. 

 
Sub-questions: 

 
-     Does dividend-yield affect the total stock return during 1999-2011 in Sweden? 
We will begin our study by looking for any relationship between the dividend-yield of 

companies stocks and its total stock return during the whole period. 

 
-     Has dividend-yield a significant weight among a predetermined list of variables 

that affect the total stock return? 
If we find any result that indicates that the dividend-yield really does have an effect on 

the total stock return we will also include an increased number of variables, which have 

been proven to have an impact on stock return from previous studies, into a multiple 

regression to isolate the weight of the dividend-yield. 

 
-    Are the results stable over time or are they affected by the trends on the Stockholm 

stock market? 
Further insight into the dividend-yield impact could be studied by taking the correlation 

with the current stock market trend into account. For example, we might not witness 

any effect of the dividend-yield on the total stock return during extended periods that 

are including multiple bull and bear trends. But as we break it down into shorter 

periods, we could find evidence of correlations between the market trend and the level 

of dividend-yielded stock that yields the highest total return. These smaller periods will 
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contain the different market trends, which will enable us to conduct a more accurate 

study. The identification of different market trends will be based upon the market 

portfolio of OMX Stockholm Benchmark index. We also want to see how the 

relationship between dividend-yield and total stock return evolves each year. This in 

turn gives us a more profound knowledge regarding the relationship and thus, enables 

us to answer our main research question in an improved manner. 

 

1.3 Research Objective 
Previous research in this field has been very much contradicting one to another. It is our 

belief that if we also include the beta and other company attributes such as the cash-

flow to sales, size, price to earnings & market to book value in our study it will give a 

more accurate result. None of the previous studies we have encountered have taken 

these variables into account, which might affected their results on the relationship 

between dividend-yield and total stock return. It is also interesting to investigate the 

correlation to the market trends as previous research has indicated that the phenomenon 

might be cyclical. 

In addition, very few studies have been conducted in this field on the Swedish market 

where we hope to contribute with updated information to investors. As investors are 

interested in higher investment returns, the study’s result would give more insight in 

whether investing in stocks with higher dividend-yield has resulted in an increased 

abnormal return in the past. The objective is thus to give light to investors as to what the 

dividend-yield can give for indication on the future total stock return by using historical 

data as a foundation for analysis. We hope to find evidence that will confirm or infirm 

the strategy explained in the Dogs of the Dow, also known as the Dow Jones Dividend 

Strategy. It is of importance to see if high dividend-yielded stocks in general perform 

better compared to lower dividend-yielded stocks when looking at the yearly total stock 

return and not only the top ten companies that the Dogs of the Dow is using. Therefore 

it is important to point out that we do not investigate whether the actual Dow Jones 

Dividend Strategy is applicable to Sweden but rather if we can find general historical 

evidence that high dividend-yielded stocks are generally a better investment choice in 

specific trends of the market. 

1.4 Research Gap and Contribution 
This research will contribute in two main areas. Firstly, we are going to incorporate 

company attributes into our statistical computations in order to conduct a more accurate 

research. It is crucial to incorporate the company attributes in order to see whether 

dividend-yields affect stock returns in any excessive way. To our knowledge, this has 

not been done in previous studies for the Swedish market. 

Secondly, we are going to examine whether high dividend-yielded stocks are more or 

less profitable during different trends of the stock market. Is it possible that investors 

see dividends worthwhile during bearish trends in order to secure their investment? Or 

are the investment choices not affected by the trends in the stock market? Previous 
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researches have not examined the relationship between the market trends and the high 

dividend-yielding stocks total return. There is a possibility that dividend-paying stocks 

are overpriced during bearish trends since many investors are prepared to pay more than 

what the stock is worth in order to seek shelter. 

With this research, we will create an awareness of whether it is profitable to invest in 

high dividend-yielding stocks. In addition, it will create consciousness when to invest in 

high dividend-yielding stock, as previous research indicated a cyclical behavior of the 

relationship between dividend-yield and total stock return. Thus we believe our research 

will both have academic and practical contributions. 

1.5 For Whom 
Our research is mainly directed to investors and shareholders since it will work as a tool 

for them in the decision-making process of stock investments. Our study will increase 

their knowledge of when and how to invest in certain trends as well as increase their 

understanding of how the Dogs of the Dow is functioning on the Swedish stock market. 

It is essential for investors to know whether the stock is fairly priced and efficient. Our 

research will cover these issues and create valuable information for the investors and 

shareholders. 

Even though our research is mainly directed to investors and shareholders, others might 

have an interest as well, in particular managers at listed companies. One of the key 

objectives for managers is to maximize shareholder wealth by maximizing the value of 

the firm. If the result of our study were that high dividends create abnormal high total 

stock return, and thus increase the market value of the company, the information could 

serve as a tool for managers in their goal of maximizing the shareholders’ value. 

Furthermore, the stock market is commonly used by managers to raise cash in order to 

invest in future profitable projects. By having a high firm value, the company would 

make sure that they get the most amount of money if a seasonal equity offering (SEO) 

was done. Finally, we are aware that stock markets regulators are scrutinizing the 

efficiency in stock prices. Our results could help regulators in determining if the 

abnormal return is related to the size of the dividend-yield. 

1.6 Delimitations 
Our study will be limited to the companies that are traded on NASDAQ OMX 

Stockholm Benchmark (OMXSB). Furthermore we will restrict ourselves to companies 

that have been present on the OMXSB index during the whole period. In other words, 

companies that have just recently, after 1999, met the requirements for the OMXSB will 

not be included into the study. Nor will companies, that after 1999 up to 2011, have 

failed to meet the requirements and thus not been listed during the whole period. It 

would be preferable to do the study on the entire stock market in Sweden but due to 

time and resource constraints this would not be possible. Since the objective of this 

study is to increase the information to investors in the general public, the choice of 
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OMXS Benchmark was logical because it consists of the most intensively traded 

companies and thus the ones that are most well-known to the public population. 

The time frame of the study will be from 1999 to 2011. During these thirteen full years 

we have experienced both recessions and booms, which is important if we want to test 

for a cyclical effect of the dividend-yield theory. We chose to not go further back in 

time because of the increasing amount of data as well as difficulty to find reliable date. 

Furthermore we will not consider taxes and fees associated with stock dividends, sales 

and purchases. This study will therefore present results that would be true theoretically 

but not necessarily practically. This is because there are taxes on dividends and capital 

gains in Sweden. 

From a personal point of view, we as researchers have some implications as well. We 

have done our studies at the same university and taken the same courses, which in turn 

might have colored our choices in terms of theories and procedures. Furthermore, the 

theories chosen have drawbacks in terms of assumptions and implications, which make 

them in some sense impracticable to the reality. 

1.7 Relevant Concepts 
Bull & Bear - This refers to a bullish and bearish stock market. A bullish market means 

a positive stock market trend and a bearish market in contrast means a negative stock 

market trend. 

Capital Gain - This refers to the change in price of the stock during the holding period. 

An investment in a stock at time 0 with a market price of 100 SEK with a sales price of 

120 SEK at time 1 would simply mean a capital gain of 20 SEK. The capital gain can 

also be negative or unchanged. 

Company attributes - With company attributes we are referring to variables that are 

dependent on the company it is originating from. Examples are variables such as 

earning-yield, book-to-market ratio and size. Every firm is unique in the level and 

combination of these variables and previous studies have proven that specific levels of 

each variable have an impact on the stock return. Dividend-yield is one of these 

variables that could be categorized under company attributes and is the main variable 

that this study will handle. 

Dividend-yield - Most companies pay some level of dividend to its shareholders. In 

Sweden it is usually done on an annual basis. The dividend-yield is basically the total 

amount of dividend the company pays in relation to the market capitalization of the 

company, or dividend per share over price per share. 

OMX Stockholm Benchmark Index - It consists of the 80 to 100 most traded stocks. 

The index works as an indicator for the overall trend for the Swedish stock market. 
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Total Stock Return - In the text we are also writing extensively about the total stock 

return. It is important to remember that for companies that pay dividends it is not only 

the capital gain that matters for the holding period. You have to take into account all the 

payments made from the investment and thus we include both capital gains on the stock 

price well as dividends into our calculation of the total stock return. 

Total Stock Return = Capital Gain + Dividend 

1.8 Disposition 

Chapter 2: Methodology 

First we will present the reasons for our choice of subject. Later, we discuss the 

philosophical assumptions, research approach, research strategy, research design and the 

time horizon. We will explain and evaluate all our possible choices and then reasoning 

for our decisions. We also discuss the selected secondary sources and present the 

criticism for them. 

Chapter 3: Theoretical Framework 

In this chapter, we are going to present relevant theories for the topic as well as the 

results of previous researches. The CAPM and company attributes are going to be 

presented and discussed here. The theories which will be presented are Efficient Market 

Hypothesis, Dividend Irrelevance, Bird-in-the-hand, Dividend Signaling, and Principal-

Agency Conflicts. 

Chapter 4: Research Method 
Chapter 4 consists of the practical methodology in our research. Here will we discuss 

how we collected the data, variable methodology and sampling technique. Furthermore, 

we will discuss the analysis procedures and statistical techniques as well as the truth 

criteria. 
 

Chapter 5: Empirical Results and Analysis 
In chapter 5 one can read about all the findings and results that have been reached in 

this study. The findings will be presented in an order accordingly to the sub-questions in 

1.2. Each sub-question results will be presented in graphs, tables as well as descriptive 

text for further explanations. In addition, there will be a following analyze which is 

linked back to the theoretical framework in chapter 3. 

 

Chapter 6: Conclusion 

The last chapter will entail a conclusion of the entire study, containing only the most 

crucial, important and relevant information. No new information will be disclosed in 

this chapter as its only function is to give the reader a summary of the work that have 

been undertaken and what the possible contribution of study can have. The final part of 

this chapter will list tips for further research that we have come across conducting this 

study. 
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Philosophies 

Approaches 

Strategies 

Choices 

Time

Techniques

2. Theoretical Methodology  

In this chapter we will present our choice of subject and our philosophical assumptions. 

Further will we discuss the research approach, strategy, design and time horizon for 

our study. Finally, our secondary sources will be discussed as well as criticized. 

2.1 Choice of Subject 
Both authors have a genuine interest in finance, not only because we are studying for 

MSs in finance, but also because we are trading to some small extent on our own. This 

is one of the reasons we are reading a lot of finance related news, especially from 

Internet sites such as Dagens Industri, Bloomberg, Reuters and The Financial Times. 

We decided to look for interesting articles that would suit our goal of writing a thesis on 

a topic not so commonly discussed as well as something that does entail our interest in 

finance. These sites became our searching ground and main source for inspiration. 

When we read an article about high dividend-yielded stocks outperforming the Dow 

Jones index as a whole we both thought that the topic did fit the requirements. Using 

keywords from the article such as dividend-yield, outperforming, index and stock market 

we found articles that made it clear that this had been a strategy going back decades. 

The process of choosing subject for our project degree should therefore be considered to 

be influenced by what we are currently studying in the sense that it limited the subject 

field. However the topic itself was luckily encountered and chosen because of our 

interest in finance and trading with stocks. 

2.2 Research Philosophy 
Research philosophy is important 

since it contains assumptions of 

how to view the world. These 

assumptions will in turn reflect 

what research strategy and 

method the researcher 

chooses to use. 
 

 

 

 

 

 

 
Figure 1 

“The research onion” 
Source: Saunders et al., 2009, p.108  
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The figure 1 explains how the philosophy affects the rest of the research. There are two 

main philosophical lines - ontology and epistemology. The main determinant of which 

philosophy one chooses is the research question itself.  The ontological philosophy is 

concerned with the nature of reality. It describes what assumptions a researcher needs to 

make in terms of how the world operates and the commitments to certain views. The 

epistemological philosophy is concerned with what is considered to be acceptable 

knowledge (Saunders et al., 2009, p. 107-109). 

 

The ontological view can further be divided into two sub-categories - objectivism and 

constructionism. Objectivism concerns how social entities exist in reality to external 

social actors. This basically means that the researcher sees the world from an objective 

point of view and does not involve any emotional assumptions. The constructionism 

views the social phenomena as something created by perceptions and actions from 

social actors. In other words, the reality is being socially constructed by the researcher 

(Saunders et al., 2009, p. 110-111). 

 

According to Paul Flowers (2009), every person has underlying assumptions of how to 

view the world and if the assumptions are not considered, the researcher may not be 

aware of certain aspects of the research or the phenomena since the assumptions are just 

taken for granted. By reflecting upon your own view, it will create an awareness, which 

in turn will make the research more consistent and the researcher starts to reflect over 

certain issues (Flowers, 2009, p. 1). 

 

Since we are two authors writing this research, it is important to us to have the same 

assumptions. We have discussed what ontological view is the most suitable for this 

research and for us. As a result, this research will take an objective approach since our 

objective is to find historical evidence that high dividend-yielded stocks are a better 

investment choice in specific trends of the stock market. This means that we need to 

analyze all numbers in an objective way to find any historical evidence. Both of us 

realized that the constructionism approach is not in accordance with our research 

objective or the research question; it would create bias in our study if we would involve 

our own perceptions of the collected data. 

 

The epistemological view can also be divided into two sub-categories - positivism and 

interpretivism. The positivistic view concerns the tradition of working as a natural 

scientist. This involves observing the reality and the only acceptable knowledge is the 

one witnessed. Interpretivism involves understanding the differences between humans 

as social actors. Interpretivism advocates that the reality is more complex than what 

could be observed and therefore needs to be interpreted (Saunders et al., 2009, p. 112-

116). 

 

The ontological philosophy, which has been chosen by us, the researchers, will 

influence the choice of the epistemological philosophy. Both the ontological and 

epistemological philosophies have a subjective and objective approach and in order to 

be consistent, the choice of epistemological philosophy must be in the same area as the 

chosen ontological philosophy. Furthermore, the objective approach will create less bias 

in the research since the data is external to the researcher (Flowers, 2009, p. 2). 
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Confirmat-
ion Observation Hypothesis Theory 

Since we chose an objective approach in our ontological assumptions, we have selected 

a positivistic approach in our epistemological assumptions in order to be consistent. We 

are going to assume the historical data as social realities and therefore, the only 

acceptable knowledge. This approach is the most suitable in terms of making accurate 

and valid computations and analyses. It is not possible for us to interpret the numbers 

and draw our own conclusions since it would create a bias in our upcoming statistical 

tests. 

 

To sum up, in the ontological philosophy we have chosen the objective approach since 

we will work from an objective point of view. In the epistemological philosophy we 

have chosen the positivistic approach since our only acceptable knowledge is the one 

observed - in this case the historical data. We will neither involve our own feelings nor 

interpret the reality since it would in turn create a bias in our computations. 

Furthermore, these two approaches are the most suitable for our research method, which 

will be discussed later. 

 

2.3 Research Approach 
It is important to choose a research approach for three reasons. First, it helps the 

researcher to choose a research design in a more informative way. Second, the 

researcher evaluates which research strategies are the most appropriate and which 

strategies are not. Last, it enables the researcher to adopt a research design, which is in 

accordance with the research topic’s constraints (Saunders et al., 2009, p. 126). 

 
The research approach can either be deductive or inductive. The deductive approach is a 

scientific research approach where the researcher deducts a hypothesis and tests it. The 

deductive approach tries to find a relationship between two variables with a quantitative 

research method. In the end, the researcher wants to be able to generalize his or her 

results to the whole population (Saunders et al., 2009, p. 124-125). The inductive 

approach involves building a theory. The researcher starts with collecting data and then 

analyzes it in a subjective way in order to create a theory. For this approach, it is 

appropriate to use a qualitative research method (Saunders et al., 2009, p. 125-126). 

 
 
Figure 2 

“The Deductive Approach” 

Source: Trochim, 2006 
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We have chosen a deductive approach for our research since we will create our own 

hypothesis and therefore be able to answer our research question. Our goal is to find a 

relationship between two variables - in this case, the dividend-yield and total stock 

return - which makes it more appropriate to use a deductive approach. 

2.4 Research Strategy 
According to Bryman and Bell, there are two main approaches of the research strategy. 

In the most basic overview of the two strategies, one could distinguish them from one 

another by the procedure of collection the data. The qualitative approach is focusing on 

information in form of words, which are not measurable, while the quantitative 

approach is using data in form of actually measurable variables. The difference between 

the two might seem small at the first glance but researches have argued that the choice 

of strategy when collecting information will have an impact on what epistemological 

foundation one has. It is important to point out that the differences presented here are 

basic but fundamental and should not be considered absolute (Bryman & Bell, 2007, p. 

29). 

The qualitative approach is considered to be the preferred strategy when you are 

generating new theories, thus being inductive. Furthermore it is considered as aligned 

with interpretivism and constructionism. The quantitative approach is on the contrary 

considered as a deductive strategy as it is testing the reality in an unbiased and scientific 

way, thus being positivistic and objectivistic (Bryman & Bell, 2007, p. 28). 

 

In later years the gap between qualitative and quantitative research have become 

smaller. More and more studies are using both approaches to answer the fundamental 

research question. The combination of strategies was earlier called “multi-strategy 

research”, but is today better known as mixed method research (Bryman & Bell, 2007, 

p. 642-643). Since our study will only contain measurable data we will not use a 

qualitative strategy. The study is therefore a mono-method research only, concentrating 

on data collection technique as well as a quantitative data analysis. 

The reason for choosing a quantitative research strategy will be revealed as we explore 

some further contrast between the qualitative and quantitative research approaches 

according to Bryman & Bell (2007, p. 425-426). 
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Table 1 
“Research Strategies” 

Source: Bryman & Bell, 2007, p. 426 

 

Quantitative Qualitative 

Numbers Words 

Point of view of researcher Point of view of participants 

Researcher distant Researcher close 

Theory testing Theory emergent 

Static Process 

Structured Unstructured 

Generalization Context understanding 

Hard, reliable data Rich, deep data 

Macro Micro 

Behavior Meaning 

Artificial setting Natural setting 

 
In our study we will be analyzing historical data in form of measurable information, 

mainly numbers such as ratios and returns in form of a percentage. There is no 

interpretation of words originating from qualitative profit warning or similar. As no 

interviews will be conducted in this study we, the authors, will be the only ones 

participating. As such the study will be from our point of view and we are going to 

research the things that we feel is of importance. The lack of other participants means 

that we consider ourselves as distant researchers and thus being objective. 

 
The study is built upon previous theories and concepts and is therefore deductive in 

nature, meaning that we will be putting these to the test. The structure of the study will 

enable the reader to understand the whole process from problem background to the final 

result. Also, the data for all stocks during the whole time-period will be collected in the 

same structured way and from the same sources to avoid contamination of the data. 

 
The aim for this study is to be repeatable and understandable for anyone who has an 

interest in investments on the Swedish stock market. Depending on the result we are 

hoping to find evidence of a pattern in the historical data that could indicate that the 

phenomena could be generalized over time and possible into the future. The data is, as 

mentioned before, taken from historical archives and we are not able to interpret or 

manipulate it, thus it could be described as hard, reliable data. Furthermore, the data will 

be collected at one point in time, which is to be considered as an artificial setting. The 

natural setting would have been to follow the data as it unrevealed itself daily, but this 

would obviously be too time consuming. 

 
Furthermore, the research strategies have linkages to the philosophical assumptions. 

The positivistic approach enables the researcher to a quantification of observations in 

order to find patterns or rules of the social life (Ambert et al., 1995, p. 881). Since we 

have taken the positivistic approach it is consistent to have a quantitative strategy for 

this research. The goal is to find a pattern between dividend-yield and total stock return, 

which makes it even more obvious to conduct a quantitative study. 



 | P a g e  

 

 

13 

 
When it comes to static vs. process the difference is not obvious. We are going to study 

the relationship between a number of variables over time and the static state would not 

cover this picture clearly (Bryman & Bell, 2007, p. 426). By using a longitudinal design 

we are solving this problem, which will be explained later in further detail in this 

chapter. 

2.5 Research Design 
Before deciding what research design the study might have, one needs to examine what 

research purpose the study is aiming at. Thus, we will first perform an evaluation of the 

different research purposes, and then evaluate the different research designs. 

 

Depending on the formulation of the research question it could have an exploratory, 

descriptive or explanatory purpose. 

 

Exploratory studies are usually used when the purpose of the research is to clarify the 

understanding for a specific problem. A researcher who has an exploratory purpose 

needs to be prepared for changing the whole direction of the study if new information or 

insights are revealed. 

 
A descriptive study aims to describe a person, event or a phenomenon. It often happens 

that descriptive studies end up to be a forerunner to explanation. 

 
The explanatory study examines correlations between variables in order to explain the 

relationship. The explanatory purpose is the right one for our study since we want to 

examine whether there is a correlation between dividend-yield and total stock return. 

Neither the exploratory nor descriptive studies suit our research since the purpose is not 

to explore or describe a phenomenon and therefore cannot be applied for our research 

(Saunders et al., 2009, p. 138-141). 

 
After decided a research purpose, it then comes down to choose a research design. The 

reason of choosing a research design is to enable the researcher to answer the research 

question and its objective. The different designs we are going to evaluate are the 

experimental, survey, case, action, grounded, ethnographic and archival designs 

(Saunders et al., 2009, p. 141). 

 
Experimental design examines the different links between variables by manipulating the 

independent variable in order to see how the depending variable is affected. The 

experimental design is often used in exploratory and explanatory approaches (Saunders 

et al., 2009, p. 142). Due to the fact that variables is manipulated, we cannot use this 

research design since it would be contradictory with our philosophical assumptions and 

it is very important to be consistent when conducting a research.   

 
Survey design is consistent with the deductive strategy. The main characteristic of this 

design is that the researcher often collects data through questionnaires. The 

questionnaire often aims to answers who, what, when, how much and how many and 

therefore is this design associated with explanatory and descriptive studies (Saunders et 

al., 2009, p. 144). We cannot use this design either since we are going to collect our 
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data from databases and not from questionnaires. Furthermore, our research question is 

more focused on “is there” and not who, what, when and how much/many questions. 

 
Case design investigates a phenomenon with the goal of finding empirical evidence of 

that phenomenon. The case design separates itself from experimental and survey 

designs in terms of a highly controlled context and the limited amount of data. It 

focuses on answering “what” and “how” questions. This design tends to be used in 

exploratory and explanatory approaches (Saunders et al., 2009, p. 145-147). This design 

is not appropriate either since it is not consistent with our research question. As 

mentioned before our research intends to answer a “is there” question and not what and 

how. 

 
Action design has a procedure of “research in action” rather than “research about 

action”. This could be interpreted in different ways depending on which context it is 

applied. But one general interpretation is that the researcher is within the observed 

organization and takes part in the events and problems, which are to be answered by the 

study. An action design is often used when there is a need of change in an organization, 

and the researcher has a lot of involvement with the employees (Saunders et al., 2009, p. 

147- 148). This design seems to be more appropriate when conducting a research within 

the management area since it focuses on observing an organization which is in a need of 

change. We are conducting a research in the finance area and therefore it would not be 

appropriate to use this design either. 

 
Grounded design is often used when the researcher wants to build a theory and therefore 

tends to be used in inductive studies. The theory building is much emphasized with 

predicting and explaining behaviors. The design is most appropriate with the inductive 

approach, which is a contradiction to the deductive approach we have chosen (Saunders 

et al., 2009, p. 148-149). Our goal is not to build a theory, instead we are interested in 

examine a correlation between two variables and therefore, we have decided not to use 

this design. 

 
Ethnographic design is deeply involved with the inductive approach. The purpose is to 

explain and describe the social world in which the research question is rooted 

from.  The design is very time consuming and the researcher needs a complete 

engagement in the social reality that is researched (Saunders et al., 2009, p. 149-150). 

Firstly, as mentioned before, our research has a deductive approach. Secondly, we have 

a time constraint, which makes it impossible for us to use this design since it is very 

time consuming. This implies that this design is not applicable for our research. 

 
Archival design is a design that uses administrative records and documents for the data 

collection. The focus is to explain and describe the past and its changes and could be 

used in an exploratory, descriptive and explanatory approach. The main drawback with 

this design is that the research can only use the records and documents that are in 

existence. This implies that the reality could only be examined to the extent determined 

by the availability of documents and records (Saunders et al., 2009, p. 150). In our 

research, we are going to collect our data from administrative records and documents 

such as Thomas Reuters DataStream and Nasdaq OMX. Therefore, we have an archival 

research design. 
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To conclude, we have an explanatory purpose in our research since we want to examine 

whether there is a correlation between two variables. We have chosen an archival 

research design since we will use administrative records and documents in order to find 

the necessary data. 

2.6 Time Horizon 
When conducting a research it is important as an author to ask yourself whether you 

want the research to be a “snapshot” taken during a specific time or if you want your 

research to be a series of snapshots representing a specific time period. Which time 

horizon the researcher chooses is dependent on the research question. The time horizon 

is often independent from the research design (Saunders et al., 2009, p. 155). 

 
There are two time horizons - cross-sectional and longitudinal. The cross-sectional 

study is the most suitable when investigating a phenomenon at a particular time 

(Saunders et al., 2009, p. 155). In other words, a cross-sectional time horizon makes 

comparisons at one single point in time. The researcher must not manipulate the number 

since it is an observational study. The benefit with this study is that it allows the 

researcher to examine a large number of different variables. However, the study does 

not investigate cause-and-effect relationships (At Work, 2009, p. 2). Most cross-

sectional studies have a survey design since the researcher wants to be able to explain or 

describe the findings, but it could also be used when conducting a qualitative research 

(Saunders et al., 2009, p. 155). 

 
A longitudinal study investigates changes and development. The researcher observes the 

behavior of events or people over time, which in turn enables the researcher to use a 

measure of control over the variables that are being researched (Saunders et al., 2009, p. 

155). In other words, the researcher makes comparisons over time. Similar to cross-

sectional study, the longitudinal study is also observational. This means that the 

researcher is not able to manipulate the numbers in any way. The advantage with the 

longitudinal study is that it enables the researcher to detect changes and developments 

over time (At Work, 2009, p. 2). 

 
In order to conduct a consistent research, we - the authors - have decided to use the 

longitudinal study since our research question allows us to make comparisons over time. 

The longitudinal study enables us to compare the relationship between dividend-yield 

observed at one point in time with the total stock return for a following period. 

Furthermore a longitudinal study is appropriate as we examine if the relationship 

between variables in different trends on the stock market, which takes place at different 

times. The cross-sectional study would only allow us to study these variables at one 

point in time and would limit our research in a negative way. 
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2.7 Secondary Sources 

2.7.1 Choice of Secondary Sources 

Secondary data is data which has already been collected. This enables the researcher to 

reanalyze the information and use it as a foundation for his or her work. There are three 

types of secondary sources - documentary data, multiple sources data and survey data. 

Documentary data includes written material such as notices, correspondence, books, 

journals and newspapers. But it can also include non-written material such as films, 

voice and video recordings. 

Survey data includes materials from questionnaires. There are three different kinds of 

survey data - censuses, continuous and regular surveys, ad hoc surveys. Censuses refer 

to governmental surveys where participation is mandatory. Continuous and regular 

surveys refer to surveys, which are repeated over time and ad hoc surveys are one-off 

survey, which is very specific in its matter. 

Multiple source data includes data from both documentary and survey sources. There 

are two different kinds of multiple data - area based and times series based. Area based 

is quantifiable information, which is mainly produced by governments. This type of 

data concerns the same geographical area and is attained from different sources, which 

are later put together. Time series based data is attained from different surveys, which 

have been repeated over time or through administrative records, which have information 

regarding a long period of time (Saunders et al., 2009, p. 256, 258-263). 

In order to find the required data for our research, we are going to use information from 

mainly financial journals, articles, books and previous researches. This implies that we 

are going to use written documentary sources for our research. 

2.7.2 Criticism of Secondary Sources 

When evaluating secondary data, there are three important aspects to consider. The first 

aspect is whether the secondary information is relevant for the research and if it enables 

the researcher to answer the research question and meet the objectives. Secondly, is to 

evaluate if the benefits of obtaining and using the data exceeds the cost of it. The last 

aspect is whether the researcher can access the data needed. 

In order to use correct data, we have followed this three-stage model. In the first aspect, 

the authors must also take measurement validity and coverage into account. Data, which 

does not help the author to answer the research question or meet the objectives, will in 

turn create invalid information. Coverage implies that the research should be able to 

cover the whole population. In order to eliminate these issues, we have carefully 

selected the information and evaluated its relevance for our research. Additionally, we 

are going to select our sample and conduct our calculations in a way, which hopefully 

enable us to generalize of our findings. 
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The second aspect is whether the benefits of using data exceed its costs. For us, 

secondary sources are essential since we have a time constraint. By using secondary 

sources, we will save time and could in turn use that time to make our study more 

accurate and valid. However, the secondary sources in our research work as a 

foundation for us, which makes it important to use only superior data. This will be 

discussed later in our research. Additionally, all sources of usage are reliable and also 

costless for us to use. As a result, we have decided that the benefits of using the data 

exceed the costs of acquiring it. 

When it comes to the third aspect it is important to take reliability of the secondary 

sources into account. Reliability of a source could be detected by looking at the source 

itself. If the source is a respected researcher or a well-known company, it is a good 

chance that the source is reliable. In this research, we have only used reliable sources in 

terms of respected authors, academic papers and books. If we find data which seem 

strange we look for other researches which can either back up this information or have 

contradictory data in order to evaluate whether the source is reliable or not. This issue 

will be further discussed in chapter 4 (Saunders et al., 2009, p. 272-274) 
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2.8 Summary of Theoretical Methodology 
We have chosen an objective approach for our ontological philosophy. This implies that 

we are going to see the reality from an objective point of view and do not involve our 

personal feelings and points. When it comes to the epistemological philosophy we have 

chosen a positivistic approach, which implies the only knowledge we will accept is the 

one witnessed. 

In order to be consistent with our philosophical assumption, we have chosen to take a 

deductive approach and to do a quantitative study. 

Furthermore, we have an explanatory purpose since we want to test the correlation 

between two variables. We have chosen an archival research design since we are going 

to find our necessary data mainly in administrative records and documents. 

Our time horizon is longitudinal. The research will cover long period of time, and we 

decided that the longitudinal study will be the most appropriate in this case. 

 
When it comes to our choice of secondary sources, we will use written documentary 

sources. We have followed the three-stage approach made by Saunders in order to use 

reliable and valid data. 

 

 
Figure 3 
“The Theoretical Methodology” 

Objectivism 
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3. Theoretical Framework 

In this part, we are going to describe and explain theories, which are important for our 

research. We will start with explaining the factors, which affect the total stock return 

(CAPM and Company Attributes). Then are we going to define and explain the concepts 

dividend-yield and total stock return and how they might affect one other. Later in the 

chapter we will examine theories, which state that dividends are irrelevant for investors 

and firm value such as Modigliani and Millers Dividend Irrelevance Theorem and the 

Efficient Market Hypothesis. In addition, we will examine theories, which state the 

opposite – dividends are relevant for investors and firm value – such as Bird-in-the-

Hand Theory, Dividend Signaling and Principal-Agent Conflict Theory. Finally, we are 

going to describe and explain two dividend strategies - Dogs of the Dow and Black and 

Scholes Dividend Strategy. 

 

3.1 Expected Return 

3.1.1 Capital Asset Pricing Model 

It was in Markowitzs’ early work from 1952, “Portfolio Selection”, the foundation for 

the Capital Asset Pricing Model was born. Markowitz explained how investors could 

minimize the standard deviation of portfolios by combining stocks which have different 

betas, in other words having different movements of return to one and another (Brealey 

et al., 2006, p. 181). Sharpe, Lintner and Mossin developed it during the coming 12 

years. The CAPM has a number of simplifying assumptions that allow us to apply it as a 

model for the reality (Bodie et al., 2009, p. 280). 

 
Assumption 1: The market consists out of a large number of investors, where no single 

investor has a wealth big enough to affect the prices for securities. As such all investors 

are price-takers and the market is considered to contain perfect competition. 
Assumption 2: All investors on the market have an equally long expected holding 

period. The model does not consider what will happen after the single period horizon. 

Assumption 3: The investor’s market is restricted to stocks and bonds that are publicly 

traded. It is also possible for all participants to borrow and lend any amount at a fixed 

risk-free rate. 

Assumption 4: Investors do not face any cost associated with trading or other interest-

bearing investments. That means no taxes for capital gains, dividends or on interest as 

well as no cost for transactions and fees/commission for buying and selling securities. 
Assumption 5: All investors do make use of Markowitz portfolio selection model, 

which is the foundation of the CAPM. The assumption is that the investors are mean-

variance optimizers with a diversified portfolio. 

Assumption 6: All investors have homogeneous expectations and views on the market 

they participate in. That means each investor will use the same input, such as future 

cash flows, risk-free rates and market premium, when analyzing and valuating stock 

prices and making use of models. 

 
Considering all these assumptions one can draw the conclusion that the CAPM is not 

fully applicable in the real world of finance and thus only works as hypothetical 

concept. 
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When constructing a portfolio one must be aware that different securities bear different 

levels of risks. To get a good measurement of the risks, one needs to observe the 

historical movement of specific assets compared to the movement of the market. In 

other words, risks of individual stocks are measured by their sensibility compared to an 

index and this is called beta (Brealey et al., 2006, p. 173). The market beta would be 

equal to 1 since it is measuring all available stocks against itself, the market, and is 

therefore the benchmark. When a portfolio has a beta of 1 it takes on all the risk 

associated with the market. In comparison, the T-bills are considered as risk-free 

because it is considered to be independent of market movements and thus T-bills have a 

beta of 0. Investors demand a premium for taking on the extra risk linked to the stock 

market compared to risk-free investments such as treasury bills. The market risk 

premium is the difference between the risk-free rate and the expected return if holding 

the market portfolio, containing all available stocks (Brealey et al., 2006, p. 194-195). 

 
r(m) - r(f) = market risk premium 

r(m) = market return 
r(f) = risk-free rate 

 

A market portfolio is a portfolio that contains several investments, which include every 

kind of asset available in the financial market. Each asset is weighted in proportion to 

its presence in the market. Thus, the market portfolio is only liable to systematic risk 

(NASDAQ, 2012). While the combined beta of all the stocks that make up the market, 

the market portfolio, has an average beta of 1 but each individual stock’s beta vary 

greatly. Stocks with higher volatility, compared to the market, also have a higher beta. 

For example a stock that on average increases with 1,5% when the market increases 

with 1% and decreases with 1,5% when the market decreases with 1% has a beta of 1,5. 

A stock with a beta higher than 1, are therefore increasing the volatility of the portfolio. 

Stocks with betas between 0 and 1 are not as sensitive to market movements and can be 

used to stabilize a portfolio because it lowers the total volatility. A negative beta can be 

used to hedge a portfolio because the movement of the stock goes the opposite of the 

market. For example a stock with beta -1 means that it would usually go down with the 

same amount as the market increases and vice versa (Brealey et al., 2006, p. 173). 

 
The general formula for beta is as followed: 
 

Beta =  σ (im)/ σ2
(m) 

 

σ (im) = The covariance between stock i’s return and the market return 

σ 2
(m)= The variance of the market return 

 
The Security Market Line goes from the point of risk-free asset, at beta 0, to the point of 

the market portfolio with a beta of 1. Since the market portfolio has a beta of 1, the 

slope of the line is equal to the risk premium of the market portfolio. The SML graphs 

the positive relationship between the beta, the risk of the asset and the expected return 

(Bodie et al., 2009, p. 288). 
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Figure 4 
“Security Market Line” 

 

Formula for the SML: 

 

[E(Ra)-Rf]/Beta = SML slope 

 

E(Ra) = Expected rate of return 

Rf =Risk-free rate 

 
It is important to recognize the risk associated with stocks. As risk increases, measured 

in volatility, the beta for that stock also increases making the expected rate of return to 

increase in the Capital Asset Pricing Model. 

 
According to Roll’s critique towards the CAPM, there are problems involved when 

using a market index as a proxy for the market portfolio. First, the proxy might be 

mean-variance efficient, while the “true” market portfolio is not. Secondly, the ”true” 

market portfolio might be mean-variance efficient, while the proxy is not. He states that 

one will never be able to observe the real market portfolio by using a sample since every 

individual asset needs to be included in a correct test. In other words, he advocates that 

the calculated betas will be incorrect since they are based on an incorrect benchmark. 

As a result, the CAPM will be incorrect (Roll, 1977, p. 129-131). 

3.1.2 Market Portfolio (OMXSB) 

As mentioned before, the market portfolio is a portfolio consisting of investments that 

include every asset in the financial market and each asset is weighted in proportion to its 

presence in the market. The expected return of the portfolio should be equal to the 

expected return for the whole market (NASDAQ, 2012).  Thus, the market portfolio 

could work as a performance-indicator of the financial market. 

 
In our study, the OMX Stockholm Benchmark index will deem as a market portfolio for 

the Stockholm market and thus, work as a proxy for the Stockholm market. The OMX 
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Stockholm Benchmark index is constructed to represent all shares on OMX Stockholm. 

It consists of the 80-100 largest and most traded stocks and serves an indicator of the 

overall trend on the Stockholm stock market (Nasdaq OMX, 2012). 

 
A stock needs to cope with a criterion of five parts in order to be selected to the index. It 

will be cited below: 

 

- “To avoid seasonal fluctuations all eligible securities listed on the relevant exchanges, 

NASDAQ OMX and Oslo Børs are sorted according to the previous 12 months official 

turnover.  
- Securities with lowest turnover according to (i) corresponding to 30% in number are 

deemed ineligible.  
- Securities with highest turnover according to (i) corresponding to 10% but minimum 25 

securities are tagged qualified.  
- All securities according to (i) are sorted according to Supersectors (ICB level 2). 

Within each Supersector, securities are sorted according to the free float-adjusted 

market cap.  
- Within each Supersector, securities are elected according to ordering in (iv), highest 

free float-adjusted market cap first, until at least 85% of the Supersector’s free float-

adjusted market cap is reached. If needed, additional securities with highest turnover 

according to (iii) are added. The Securities with lowest turnover according to (ii) are 

removed after the selection is made and will not be replaced by other eligible securities. 

The target of at least 85% of each Supersector’s free float-adjusted market cap may not 

be reached since some securities according to (ii) are removed.”                      

     

- NASDAQ OMX, 2012 
 
The criterion makes it apparent that the chosen stocks for the index are chosen in a 

reliable and cautious way. We therefore view this index to be well-representative as the 

Stockholm market portfolio. 

 
As mentioned before, there are some problems when using a market index as a 

benchmark for the market portfolio. As Roll argued, one will never observe the “true” 

market portfolio by using a sample since there will be a benchmark error. However, the 

researchers Mayers and Rice have replied to his critique. They stated that even though 

there is an increased risk for type I and type II errors in the testing, there are almost no 

“true” measures of variables. The researchers further argues that proxies need to be 

constantly used in testing and this kind of problem is not unique only for the CAPM but 

for all proxy-based tests (Mayers & Rice, 1979, p. 21). The researchers also ask counter 

questions cited below; 

 

 
“Are we to abandon studies of inflation because the change in the Consumer Price 

Index (CPI) is merely a proxy for the inflation rate? Are we to abandon concentration 

studies because the 4-firm concentration ratio is merely a proxy for the concentration of 

an industry?”      

    - Mayers & Rice, 1979, p. 21 
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We are aware of the problems regarding proxies, however, we do agree with Mayers 

and Rice that it is necessary to use proxies. We are not able to use the real market 

portfolio for the Stockholm market since it would be very time consuming and we have 

a time constraint. Therefore, we are going to use the OMXSB index as a proxy for the 

market portfolio but still have in mind the implications of using this technique. 

3.1.3 Company Attributes 

The Capital Asset Pricing model is a well-recognized model in the world of finance. 

However, it is only built upon one variable as it is taking the one risk measure, beta, 

into account. In a paper by Keim et al. (1998, p. 2) it is argued that the failure to fully 

explain the returns on securities might be that: 

1. The CAPM is in fact an incorrect equilibrium model. 

2. The estimation of risk is not fully explained in the current measurement of beta. 

The argument is that other variables could explain anomalies in return should 

also be included. As an example the authors argue that a low price-to-book ratio 

could explain a higher average return compared to high price-to-book ratio 

because it is in fact an indication on a measurement of increased risk, and thus in 

beta. 

A number of previous studies have researched the total stock return as a depending 

variable on various company attributes. The following is a selection from studies that 

appeared to be the most recognized and well-respected of the ones we came across. 

 

A study made by Basu about the relationship between earnings yield, market value and 

return concludes that specifically the earnings yield has an impact on the total stock 

return (1983, p. 129). The findings are in line with his previous research where low P/E 

portfolios outperformed high P/E portfolios (Basu, 1977, p. 680) Furthermore, in a 

study made by Chan K. it was concluded that there is a relationship between the 

dependent variable return and book-to-market ratio, earning yield, cash flow yield and 

company size on the Japanese stock market (Chan et al., 1991, p. 1760-1761). A similar 

result was concluded in a study by Rohini Sing who found significant evidence of size 

and book-to-market ratio when it came to the total stock return (Singh, 2009, p. 55-56). 

 

It is obvious from these studies that measuring the beta are not enough to explain the 

total stock return and we will therefore use the following variables for our second sub-

question - have dividend-yield a significant weight among a predetermined list of 

variables that affect the total stock return? 

By including more variables in our multiple regression model, we will get a better 

insight into what the impact each one has on the total stock return. We have chosen to 

include the following variables in addition to the dividend-yield. 

 



 | P a g e  

 

 

24 

 Beta 

 Size 

 Market to Book ratio 

 Price to Earnings 

 Cash flow to Sales 

As we already have discussed the beta, we will start by going though each variable in 

more detail, starting with the size of the company. 

Size 

 

The size is measured in terms of market capitalization. According to previous studies, 

size has a strong influence on stock returns. Companies of small size usually experience 

a higher stock return in comparison to large size firms. But critics advocate that size is 

in co-movement with beta. This imply that smaller firms has a higher beta which in turn 

makes them more risky in comparison to large size firms which usually has a lower beta 

and therefore should large size companies have a larger stock return. 

 

The term “size effect” has been around for over 40 years, and yet has no one been able 

to empirically prove what kind of effect size has. Even though there are torn opinions 

about what effect size has on stock returns, it seems most researchers agree on one issue 

– size has some kind of effect on the stock return which is yet to be discovered (Roselee 

& Fung, 2009, p. 104-105). 

Market to Book Value 

The market to book ratio measures how much the company is currently worth in 

comparison to the capital invested by the current and past shareholders. The market to 

book value could be interpreted in two ways. A high MTBV value could indicate that 

the company is “overvalued” which would be in accordance with the behavioral view. 

But it could also be a sign of growth opportunity, which would be in accordance with 

investment-based rational theories. A low MTBV value would be interpreted as the 

opposite (Hertzel & Li, 2010, p. 936). 

If the investors believe the company is “overvalued”, he or she would sell the owning 

equities with the expectation of a falling stock price in the future. However, if the 

investor believes the company has a growth opportunity, he or she would purchase 

equity in the expectation of an increased future stock price. Depending on what the 

majority of the investors believe, the stock price (and in turn stock return) would move 

into that specific direction. 
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Price to Earnings 

Price to Earnings ratio shows the price paid for a share relative to the company’s 

earnings. Companies with low P/E ratio might be interpreted by investors as 

“undervalued”. In other words, the share is cheap in comparison to the earnings the 

company makes. As a result, investors might bid up the price of the share in expectation 

of increasing stock price in the future. A high P/E ratio might be interpreted as the 

opposite. The investors might see the company as “overvalued” and sell their equities 

since they might expect a future decrease in stock price. The price of stocks will adjust 

after the market participant’s expectation, which in turn will affect the stock return. If 

the stock price goes up – the return will increase. If the stock price decline – the return 

will decrease (Bondt & Thaler, 1985, p. 794). The P/E ratio is therefore an important 

variable in our research since it influences the investors, which in turn affect the stock 

return. 

 

Cash Flow to Sales 

Cash flow to sales ratio is a measurement of how well the company is able to generate 

cash from its current operations. 

The ratio implies the creditworthiness of the firm. A company, which has a high cash 

flow to sale ratio has been successful in its operations and therefore is able to reinvest in 

new profitable opportunities. A firm, which has a low cash flow to sale ratio has 

problems with generate cash from its operations and might experience trouble of 

financing new projects in the future. A company, which is able to generate cash, is more 

likely to become even more profitable in the future. If a company generates large 

amounts of cash, its value will increase which results in higher stock prices (Amuzu, 

2010, p. 166-167). 
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3.2 Dividend-Yield and Total Stock Return 
Dividend is the part of the earnings the company pays to its investor’s, and the 

dividend-yield is how much the company pays out relative to its share price. Investors 

have different preferences concerning dividends. Some prefer dividends over capital 

earnings and others the opposite (Odgen et al., 2009, p. 20, 479). The total stock return 

is a performance measure, which investors use to make apparent how stocks with 

different level of dividend have performed against each other (Krantz, 2009). 

3.2.1 Dividend-Yield 
Dividend-yield is one of the most important financial ratios. The dividend-yield tells us 

how much the company pays out in dividends each year relative to its share price. 

Dividend-Yield = Annual Dividend per Share / Price per Share 
 
There are different ways to interpret the dividend-yield. It is a controversial indicator 

since there is no consensus on how to interpret it. 

 
Scenario 1. High Dividend-Yield 

- This could imply that the company is of high risk and the prospect of the future is 

negative and therefore results in a price decrease of the share. The shareholders might 

be afraid that large amount of money disappears from the company in the form of 

dividends (Aktiekunskap.nu). The investors might believe the earnings would be better 

spent as retained earnings in order to invest in profitable investment opportunities. As a 

result, the investors would sell their equities and the stock price would decrease. 

 
- An opposite way of interpreting high dividend-yield is that the price of the share will 

increase overtime (Aktiekunskap.nu). It is argued that investors prefer high dividends 

since “one bird in the hand is worth more than 10 in the bush”. Therefore, the investors 

bid up the price of the stock, which in turn results in that high yielding stock are more 

expensive relative to low yielding stock (Black & Scholes, 1973, p. 1). 

 
Scenario 2. Low Dividend-Yield 

- If a company has a low dividend-yield, the market participants might expect the 

company to be more profitable in the future (Aktiekunskap.nu). The market participants 

might assume the stock price will rise since the last years have been troublesome for the 

company. There are many explanations why the participants might have this 

expectation. One is that the stock market has recently been in an economic downturn 

and it is about to rise again.  

 
- A low dividend-yield could also imply that the company is struggling and is neither 

profitable nor has a positive prospect of future (Aktiekunskap.nu). The market 

participants assume the management of the company has inside information about the 

future, and the low dividend-yield might be interpreted as distressed times are coming. 

The effect of this interpretation is that the shareholders sell the equities and as a result, 

the stock price decreases. However, this effect might be only temporary if the distressed 

times are does not materialized (Black & Scholes, 1973, p. 5). 
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3.2.2 Total Stock Return 
Total stock return is a performance measurement, which is used by investors in order to 

see if they have made any gains or losses through their investments in stocks. When 

calculating the total stock return, there are three kinds of data needed: 

 
1. The price paid for purchasing the stock (P0) 
2. The current price of the stock (P1) 
3. The sum of all dividends received (D) 

 
Total Stock Return = [(P1-P0) + D]/P0 

 
However, it is important to stress the fact that there are other ways of calculating the 

total stock return. An investor could make the calculations as complex and accurate as 

he or she likes. For example, if an investor has made a long-term investment, it might be 

appropriate to take inflation into account (Krantz, 2009), or even opportunity cost. The 

exact formula of total stock return for this study is found in chapter 4 (4.2). 

 

3.3 Theories of Dividend Irrelevance 

3.3.1 Dividend Irrelevance Theory 

Modigliani and Miller published the Dividend Irrelevance Theory in 1961. It states that 

dividends do not affect the capital structure of a company or stock price. Shareholders 

can affect the total return of stock by diversifying and create “home-made dividends” 

which make them indifferent to the company’s dividend payout policy. If the investor 

thinks the dividend is too big, he or she could simply reinvest in the company by buying 

additional shares. If the investor thinks the dividend is too small, he or she could sell a 

portion of their equity and receive cash (Modigliani & Miller, 1961). 

 
Modigliani and Miller had to incorporate the assumptions for the ideal capital market in 

order for the theory to be valid. The assumptions for an ideal capital market are; 

 

1. The market is frictionless. 

Frictionless mean that there are no transaction costs and fees associated with 

transactions and purchases. 

 

2. All market participants share homogeneous expectations. 

All relevant information is available costless to all investors and they treat the 

information in a rational way and in turn determine the value of the security. Thus, all 

investors share the same expectations for a specific investment. 

 

3. All market participants are atomistic. 

The market is characterized by perfect competition since no participant has any market 

power, which could alter the stock prices. 

 

4. Firms’ investment program is fixed and known. 

The assets, operations and strategies are fixed and known to all investors. 
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5. Firms’ financing is fixed. 

By having a fixed capital structure, the firms are not able to alter the level of leverage. 

This implies that a company could miss profitable investment opportunities since it is 

not able to increase its leverage by taking a loan in order to sponsor it (Odgen et al., 

2002, p. 30-31). 

 

We deem the theory to be important for our research since it states that investors are 

indifferent about a company’s dividend policy. This might be true - in an ideal market. 

As there is no empirical proof that the Swedish stock market is an ideal market, which 

could mean that dividends are relevant to some extent. The Dividend Irrelevance theory 

will work as a fundamental point of view when we analyze our statistical results and see 

whether dividends are relevant when not all the assumptions for an ideal market are 

fulfilled. 

 
The most obvious implication is that the theory is built upon the assumptions of an ideal 

capital market. In reality, no market is ideal since every market will breach one or many 

of the assumptions. Thus, the theory is difficult to apply in reality. 

3.3.2 Efficient Market Hypothesis 

The EMH is an investment theory, which states it is impossible to consistently beat the 

market. This is due to that all prices of the securities reflect all the relevant information. 

This theory is closely connected to the random walk theory. The random walk states 

that the prices of the securities are independent of their past values since the prices will 

only reflect today's information and tomorrow it will only reflect tomorrow’s 

information. Thus, it creates a random walk (Malkiel, 2003, p. 59). 

 
However, the assumptions of the EMH are inconsistent with the reality. The theory does 

not consider fees and transaction costs. Additionally, it assumes that all relevant 

information is available at no cost to all market participants and the participants are 

rational and understand the implications of the information for the current price and 

distributions on future stock price (Fama, 1970, p. 387). Due to these assumptions, 

EMH is not fully applicable in reality. There are three types of the EMH: 

 
1. Weak Form Efficiency 

The weak form of efficiency is based on the idea that stock prices reflect past 

information about historical price and volume data (Bodie et al., 2011, p. 375). This 

kind of information is known to all investors and no one, expects for insiders, and is 

able to beat the market through analyzing historical stock prices. The intuition is that no 

one is able to make a profit from something everybody knows (Clarke et al., 2001, p. 4). 

 
2. Semi-Strong Form Efficiency 

In a semi-strong form, stock prices reflect all publicly available information regarding 

the firm. This kind of information includes for example patents, information regarding 

the management, earning forecast and accounting practices (Bodie et al., 2011, p. 376). 

As previous form of efficiency, no investor is able to make a profit of something 

everybody knows. However, since there is more information available to the public, it 

requires more time and skill to interpret the data. Thus, it becomes more costly to gather 

the information (Clarke et al., 2001, p. 4). 
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3. Strong Form Efficiency 

The strong form means that stock prices reflect all (including hidden and insider) 

information. This implies that all information is known to every investor (Bodie et al., 

2011, p. 376). The difference between the strong form and the other forms of efficiency 

is that no investor, not even an insider, is able to make profit by beating the market. The 

insider have the same information at the same time as public investors which makes it 

impossible for the insider to buy shares before the news are publicly announced and 

generate a profit (Clarke et al., 2001, p. 5). 

 
In reality, all information cannot be disclosed to the public due to company secrets such 

as strategies and future plans. There are also regulations in the stock markets regarding 

insider trading. The Security Exchange Act of 1934 limits insider trading and require 

the insiders to report the share trades to the SEC (Bodie et al., 2011, p. 376). 

 
Other researches such as Howe have found contradictory data to this theory since the 

results of the authors’ examination showed that people tend to over-and under react to 

good and bad news. Another shortcoming is that the EMH does not take behavioral 

finance into account, which could have an important role when it comes to price 

changes for securities (Howe, 1986, p. 74). 

 
If the EMH is valid on the Swedish stock market we will not find any empirical results 

indicating that high dividend-yielded stocks are generating an abnormal return. As all 

investors should be rational there would never be any mispriced stocks to begin with. 

According to a paper by Basu (1977), named “Investment Performance of Common 

Stocks in Relation to their Price-Earnings Ratios: A Test of the Efficient Market 

Hypothesis”, the efficient market hypothesis could not explain the above average return 

low price-earning stocks generated compared to the whole sample of his study even 

after taking stock specific risk into account. In conclusion, either the dividend-yield is 

irrelevant, not having any effect on the total stock returns, or investors are not rational 

in their portfolio selection. In case of infirm a relationship, the EMH can be one source 

of explanation and therefore is an important part of our research. 

 

3.4 Theories of Dividend Relevance 

3.4.1 Bird-in-the-Hand Theory 

The Bird-in-the-Hand theory views dividends as more certain than capital gains. This 

implies that a company can control the dividends but cannot control the capital gains. 

Investors could be indifferent to a capital gain or dividend since they are only concerned 

with profits. As dividends are more certain, investors might see them as less risky and 

therefore as preferable to capital gains. Since there is a higher risk associated with 

capital gains, it will result in a higher required rate of discounting for capital gains in 

comparison to dividends. In other words, we value a dollar in expected dividend income 

higher than a dollar in expected capital gains. For example, an investor might require a 

15% rate of return for a stock which only pays a dividend, but 20% for a high-growth 

stock which pays no dividends.  
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However, in the reality, paying dividends does not decrease the risk within a company. 

If the investors are only concerned with reducing risk, he or she could simply diversify 

investments in risk-free instruments, mainly bonds, and consequently buy fewer stocks. 

This implies some kind of defect in the theory. But one cannot deny that the perceptions 

of dividends are important to some investors (Keown, et al., 2007, p. 418) 

3.4.2 Dividend Signaling Theory 

Bhattacharya developed a model concerning dividends in 1979. According to him, 

dividends could work as a signal to the investors from the management. The reasoning 

behind it is as follows. There are two kinds of firms - one “bad” and one “good”. The 

management of the two firms knows about the future net cash flows, but the problem is 

that investors do not (Ogden et al., 2003, p. 117). How should the “good” firm separate 

itself from the “bad” one and thus, creating a separating equilibrium? In order for this 

model to work, there are three assumptions made. 

 
1. External financing is more expensive than internal finance 

External financing means that the firm issues stock or debt in order to be able to finance 

its investments, while internal financing means that the firm uses its retained earnings. 

External financing is more expensive in terms of interest rates and the deprivation of the 

investments’ net present value (NPV) to investors which have purchased the issued 

stock (Ogden et al., 2003, p. 117). 

 
2. Dividends are always paid in fully by the companies 

The promised dividend is always paid which makes it difficult for companies with low 

or negative cash flow to mimic (Ogden et al., 2003, p. 117). 

 
3. Each manager’s wealth is positively related to the firm’s stock price 

A manager’s affluence is determined by the performance of the firm, which is in some 

sense measured by the stock price (Ogden et al., 2003, p. 117). 

 
This enables the “good” firm to promise a dividend which is large enough to make the 

“bad” firm abstain from mimicking the behavior of the “good” firm. In other words, it 

will be too expensive for the “bad” firm to promise to pay the same sum of dividend due 

to the risk of not having enough cash to pay it to its shareholders (Ogden et al., 2003, p. 

116). 

 

3.4.3 Dividends and Principal-Agent Conflicts 

A firm has many actors, external as well as internal, which have an interest of making 

money by self-serving behavior. This issue is causing many different conflicts between 

management, shareholders and creditors. By paying dividends, these conflicts could be 

solved to some extent. 

 
There is empirical evidence of positive reactions on the market to a dividend increase 

announcement. There are three main factors, which explain this phenomenon. 

 
1. A dividend increase is often interpreted as a result of successful governance of the 

firm of averting empire building, while a dividend decrease is often interpreted as the 

opposite. 
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This is shareholder-management conflict. The management might have an incentive to 

increase the size of the firm since many managers’ wealth is related to firm size. 

Furthermore, the management has an entrenchment incentive. This means that by 

increasing the size of the firm and thus, making it very complex, it will become more 

difficult to fire or replace the management. By paying dividends, the management has 

less free cash flow for empire building and entrenchment which in turn averts this 

problem (Odgen et al., 2003, p. 482). 

 
2. A dividend increase for a levered firm expropriates wealth from its creditors to its 

shareholders while a decrease means the opposite. 

This is a shareholder-creditor conflict. If a firm has risky debt outstanding, the 

management can act in the interest of the shareholders by increasing the dividends. As a 

result, the wealth is expropriated from the creditors to the shareholders since the 

creditors have fewer assets to claim in case of a bankruptcy or financial distress. But the 

creditors can demand contract covenant, which states that before the maturity of the 

debt, the firm will not be allowed to pay dividends. There is also a problem if the firm 

has an opportunity of investing in a profitable project since it may forfeit that 

opportunity by paying dividends due to the loss of cash (Odgen et al., 2003, p. 482). 

 
3. A dividend increase signals that the firm is not threatened by external actors, which 

enable it to produce sufficient cash flow, while a decrease signals the opposite. 
This implies that a firm, which increases its dividends, has a positive prospect of the 

future. It might have a strong market position, good internal governance and superior 

strategies in comparison to its competitors (Odgen et al., 2003, p. 482). 

 
However, a dividend increase is not always good news. An increase might be due to a 

lack of profitable projects for the firm while a decrease might indicate that the firm is 

planning on raising its capital expenditure without the markets awareness (Odgen et al., 

2003, p. 485). 
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3.5 Dividend Strategy 

3.5.1 Dogs of the Dow Strategy 

The strategy in its simplest form has only three but strict steps. These steps require no 

analysis and thus the investment strategy is a cheap alternative to administrative 

intensive options. The steps for the Dogs of the Dow are the following (Domian et al., 

1998, p. 147): 

 
Step 1: Pick a starting date for your portfolio that should be constant through all the 

years, generally investors pick the first trading day of the year. The portfolio should 

consist, equally weighted, out of the ten stocks on the Dow Jones 30 Index with the 

highest current dividend-yield. 

 
Step 2: Leave the portfolio for 12 months. On the date of choice you are to include all 

capital gains/losses as well as all dividends from the stocks making up the portfolio. 

Stocks that no longer have the top ten highest current dividend-yields should be sold 

and exchanged for the ones currently having the highest dividend-yield. The portfolio 

should after the reconstruction, once again, have ten percent of the total portfolio value 

invested in each of the stocks. 

 
Step 3: This procedure is to be repeated every year on the same chosen date and in the 

same manner. 

 
In 1988 John Slatter wrote in the Wall Street Journal about his strategy to once a year 

restructure his portfolio to include just the ten companies on the Dow Jones with the 

highest dividend-yield at the starting point. This investment strategy had during the time 

of researching, between 1973 and 1988, outperformed Dow Jones Index with an average 

annual return of 18,39% compared to DJ’s 10,86%. Extensive studies followed Slatter’s 

findings with similar results giving weight to the credibility to the results (Domian et 

al., 1998, p. 146).  

 
As presented in the problem background 1.1 we found two studies that have looked at 

similar evidence on the Swedish market. Martin Larsson and Rasmus Waak (2006) 

claimed that they found no evidence for abnormal return for high dividend-yielded 

stocks between 1919 and 2003. However a study conducted by Wallenius and Shamon 

(2011) performed the Dogs of the Dow strategy on OMX30 for 5 years and stated that 

an excess return compared to the market return was found. Hirschey (2007) also came 

to the conclusion in his study “The Dogs of the Dow Myth“ that the strategy, conducted 

on the Dow Jones Index, over-performed in some periods just to be balanced out by an 

under-performance in other periods. 
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3.5.2 Black and Scholes Dividend Strategy 

Black and Scholes published an article in 1973 were the authors stated that there is no 

evidence of high yielding stock creates a higher return. Black and Scholes conducted a 

test where they picked out a portfolio with the specific return they desired. Further, they 

developed a procedure to enable them to separate high yielding stocks from low 

yielding stocks, while holding other factors constant. This enabled the authors to shift 

the portfolio toward high yielding stocks or low yielding stocks without large 

fluctuations in the total portfolio risk. Taxes were not taken into account when they 

conducted the test. The findings made it apparent that the dividend-yield did not have 

any outstanding effect on total stock return. The new information regarding dividend 

changes showed a small effect in stock price but it was however only temporary. The 

authors concluded that an investor should pick a portfolio consisting of high or low 

yielding stocks depending on their own preferences and tax brackets. Thus an investor 

who has a higher tax bracket for dividends than capital gains should pick a portfolio 

consisting of low yielding stocks. If the investor has a higher tax bracket for capital 

gains relative to dividend, the investor should pick high yielding stocks. However, 

Black and Scholes also states that investors may even ignore the dividend-yield and 

instead focus of improving the portfolio in terms of improving the diversification as 

they meant diversification is far more important than dividend-yields. According to the 

authors, it is more likely for an investor to reduce risk by diversification rather than 

increase expected return by emphasizing dividends (Black & Scholes, 1973, p. 19-21). 

 

3.6 Foundation for our hypotheses 
Hypothesis 1: In our first hypothesis we want to see if there is any evidence or 

indication of a correlation between the dividend-yield and total stock return in Sweden. 

In this chapter we have brought up theories that are both arguing for and against the 

relevance of dividends for investors. Furthermore, the strategy of Dogs of the Dow 

states that an above normal return can be achieved by investing in companies with high 

dividends to price, which would be in contradiction to the Efficient Market Hypothesis. 
 

Hypothesis 2: As explored in the part 3.1.3 there are several studies that previously 

found company specific attributes to have an impact on the total stock return. If 

dividend-yield has a high correlation to any of these variables it is impossible to know if 

which ones that are actually having an effect on the total stock return. Thus we need to 

conduct a test where more variables are included as well as perform a multicollinearity 

test. 

 
Hypotheses 3 & 4: Previous studies on the Swedish and the U.S market, as explained in 

3.5.1, have indicated that there is no evidence that dividend-yield has affected the total 

stock return during long periods. There is however evidence that the Dogs of the Dow 

has been successful at specific years during a much shorter period. With our hypothesis 

3 and 4 we want to explore if it could be the trend of the stock market that is affecting 

the results. 
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Hypotheses 5-17: These hypotheses will work as an extension of hypothesis two. The 

difference is simply to see how the results look like during each year in comparison to 

the trend. Our aim is to acquire a clearer view of how dividend-yield affects the total 

stock return. The information will disclose whether our previous results are consistent 

with the results of each separate year. 

3.7 Summary of the Theoretical Framework 
The Capital Asset Pricing Model is using the risk measurement, beta, which is 

calculated on the volatility of the security, to give an estimation of the required return. 

The model is only taking the beta into consideration and therefore we have expanded 

our variables further. Previous studies have come to the conclusion that other company 

specific attributes also are of importance when it comes to explaining some of the 

anomalies in returns that are not fully explained by the Capital Asset Pricing Model. 

After looking at these studies we have decided to include dividend-yield, beta, size, 

market to book value, price to earnings and cash flow to sales as means to explain the 

total stock return. It is important for our study to take these variables into account as 

they could contaminate the result otherwise. For example, if we find a relationship 

between dividend-yield and total stock return it might in fact be because all high 

dividend-yielded companies also have a low market to book value and thus the impact 

of the dividend-yield would probably not be as significant as if there was evidence of no 

or little correlation between the two. Additionally are we going to use OMX Stockholm 

Benchmark index as a proxy for the market portfolio of the Stockholm market.  

 

The Efficient Market Hypothesis and the Dividend Irrelevance Theory are two well-

known and respected theories that are indirectly and directly stating that dividend is of 

no relevance for investors as long as they are rational. However, these theories have 

assumptions that go much further than making all investors rational and in the end they 

are not considered to be fully applicable to the real world. There are also a number of 

other theories that advocates that dividends are in fact relevant for investors and have an 

effect on the value of company. This gives strength to the Dogs of the Dow as it is 

concerning dividends in relation to market price of companies. However, according to 

Black and Scholes investors should put more emphasize on diversification of their 

portfolio instead of dividend-yields since it is more likely to reduce risk in the portfolio 

by diversification rather than emphasize dividends in order to increase expected return. 
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4. Practical Methodology 

In this chapter we will disclose in detail our data collection and processing. This will 

give people an understanding of how we conducted and validated our research. 

Furthermore, it will become easier to understand how we came to the final data and 

what procedures and types of testing have been conducted to acquire it. 

4.1 Data Collection 
In an effort to be consistent we have collected all company and index data from 

Thomson Reuters DataStream. It was done using a plug-in in Excel to prevent human 

error when transferring data from one program to another manually. In Excel the data 

was organized to be structured in such order that the analyses in SPSS would run 

smoothly.  

Table 2 

“Data arrangement in Excel” 

Time Total 

Stock 

Return 

Dividen

d-Yield 

Size Cash 

Flow

/ 

Sales 

Price/Earning Market

-to-

Book 

Value 

Beta 

Stock 1 

1999 

X X X X X X X 

Stock 46 

2011 

X X X X X X X 

 

The data we collected through DataStream was: total stock return index, dividend-yield, 

market capitalization, cash-flow to sales ratio, price to earnings ratio, adjusted stock 

price and price to book value. However, the beta was not available at DataStream and 

thus, required to be calculated manually. In order to calculate beta, we needed to obtain 

the daily price return on each stock separately as well as on the OMXSB index.  

Return = (P1-P0) / P0 

P1 = Price in time 1 

P0 = Price in time 0 

Yearly revised lists were acquired from Nasdaq OMX Stockholm and by using those we 

were able to exclude companies that had not been listed on OMXSB during the entire 

period.  
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4.2 Variables Methodology 
In order for this study to be replicable by other researchers it is important to give full 

disclosure on the methodology used for our variables. All the data that have not been 

directly stated to been manually processed by ourselves are directly taken from the 

DataStream of Thomson Reuters. As such, the methodology of these variables are taken 

from the information given to us from the Thomson Reuters’ software (DataStream, 

2012) 

Total Stock Return Index: 

This is an index for individual stocks that display a theoretical return for that specific 

stock if the dividend was reinvested at the ex-dividend date at the closing price. The 

gross dividend is used and as a result the index is ignoring any tax on dividends as well 

as fees and costs for purchasing additional stocks. From 1988 the method for calculating 

the total stock return index is expressed in the following formula: 

 

Except when t = ex-date of the dividend payment Dt then: 
 

 

Where: 

= price on ex-date 

= price on previous day 

= dividend payment associated with ex-date t 

 
Total Stock Return calculation: 

Data on total stock return that was collected from DataStream is only expressed as an 

index and therefore one has to do a return calculation manually, showing the total stock 

return from one observation to the other, expressed in a percentage instead of an index. 

This was done with the following formula:  

 
Return = (P1-P0) / P0 

 
P1 = Price in time 1 
P0 = Price in time 0 
 

Dividend-Yield:  
The Dividend-yield is extracted directly from DataStream and has been calculated as the 

percentage of the dividend per share over the stock price. 

 
Dividend-yield = DPS / PPS 
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DPS = Dividend per Share 

PPS = Price per Share 

 
The dividend per share is calculated on a current annualized rate and is supposed to 

represent the 12 months anticipated payments from the company which is based upon 

indications or forecast. As a general rule special or once-off dividends are excluded. 

Furthermore, the dividend-yield is calculated on gross dividends and the price is the 

current price for the observation. 

 
Beta:  
In order to calculate the beta we used the return calculated from the price index of 

OMXSB and the individual stocks’ prices. To get the return as a percentage we used the 

same formula as in the calculation of the total stock return. This was done manually. 

The beta was derived from data on daily return and is calculated by dividing the 

covariance of the individual stock and the market index divided over the market 

variance. 

 
Beta = Cov(r1, rm) / Var(rm) 

 
Cov(r1, rm) = covariance (individual stock’s return, index return) 
Var(rm) = variance (index return) 
 
Size - Market Capitalization: 
The market capitalization of each company is calculated according the following 

formula: 

 
Market Capitalization = Market price - Year end * Common Shares Outstanding 

 
As some companies have more than one type of share it is important to point out that 

the market capitalization is representing the total market value of the company in 

question.  

 
Cash-Flow to Sales Ratio: 

It is simply funds from operations divided by net sales or revenues. 

 
Cash flow to sales ratio = Funds from Operations / Net Sales or Revenues * 100 

 
Price to Earnings ratio:  
This ratio shows the relation between price and the earnings rate per share for the 

specified time.  

 
PE ratio = Price / Earnings 

 
The price is the stocks official closing price for that date and it is adjusted for any 

capital actions that can alternate stock prices, such as a split or a reversed split. The 

earnings per share are explained with the following quote. “This is the latest annualized 

rate that may reflect the last financial year or be derived from an aggregation of interim 

period earnings.”  
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Price to Book Value: 

The formula is as follows: 

 
Price-Book Value = Stock Price / Book Value per Stock 

 
Book value per stock is derived by taking the common equity, including the preference 

stock if it has participated with the common/ordinary shares in the profit of the 

company otherwise excluded, divided by outstanding shares. The book value is based 

on the end every fiscal year for non-U.S companies, as in our case. 

 

4.3 Choice of Sampling 
For some research questions, it is impractical to collect data from the whole population, 

and is therefore necessary to collect data from a sample (Saunders et al., 2009, p. 212). 

It is important to have a good sampling technique in order to enable the researcher to 

generalize the results as well as save time and money (Bryman & Bell, 2007, p. 180). 

There are two types of sampling - probability sample and non-probability sample. 

 
Probability sampling occurs when the researcher uses a technique that assures all 

entities of the population have equal probability of being selected for the sample. 

Probability sample is often time-consuming since the researcher needs to construct a 

sampling frame (Saunders et al., 2009, p. 213, 243). 

 
Non-probability sampling occurs when the researcher is not able or wants to construct a 

sampling frame. This implies that the entities do not have equal probability of being 

chosen. As contrary to probability sample, non-probability sample is time efficient 

(Saunders et al., 2009, p. 243). For this study, the non-probability sample will be 

practiced since we have a time constraint. Furthermore, it is difficult for us to create a 

suitable sampling frame which serve our research question well since not all data is 

available. There are five different non-probability sampling techniques - quota, 

purposive, snowball, self-selection and convenience sample (Saunders et al., 2009, p. 

213). 

 
Quota sampling is a non-random technique that divides the population into specific 

groups and then calculates a quota for each group based on the relevant data. This kind 

of technique is suitable for interview surveys (Saunders et al., 2009, p. 235) 

 
Purposive sampling occurs when the researcher select data which he or she consider as 

the most appropriate for answering the research question (Saunders et al., 2009, p. 237). 

We have used this technique when choosing the company attributes. We have read 

several studies concerning factors which affect the total stock return in order to decide 

what variables are the most suitable for the research question. 

 
Snowball sampling is used when it is difficult to identify the different entities within a 

population. The researcher takes contact with one or two entities in order to identify 

other entities. Then the researcher takes contact with the other entities in order to 
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identify more entities and so it goes on until the researcher feel satisfied with the sample 

(Saunders et al., 2009, p. 240). 

 

Self-selection sampling occurs when the entities of the population decide themselves 

whether to take part of the sample. The researcher might advertise in media in order to 

make the population aware of the study’s existence (Saunders et al., 2009, p. 241). 

 
Convenience sampling involves collecting the data which is most easy to obtain. The 

sampling process continues until the chosen sample size is filled (Saunders et al., 2009, 

p. 241). We have used this technique when we chose what stock index to implement the 

research on. The OMXSB had most available data and it was easy to obtain. We mainly 

used this to be time efficient. 

4.3.1 Stock Index 

According to the EMH, an investor can only by pure luck generate a profit in the stock 

market as it assumes the market to be efficient. We used this theory as a foundation 

when it came to deciding what stock index to incorporate in our research. OMXSB 

contains stocks with the highest trading volume. This implies that it is the most efficient 

index at the Stockholm market containing enough amounts of stocks to make a solid 

study on. 

 
Furthermore, we acquired all yearly revised lists available from Nasdaq OMX for 

companies listed on the OMXSB index. This enabled us to remove the companies 

which have not been present on the index during the whole period of 1999-2011. After 

removing the invalid companies, we ended up with a sample of 46 stocks. 

 

4.3.2 Data Frequency 

We have chosen to collect data on a yearly basis. Reasons for collecting yearly data is 

because that the dividend strategy “Dogs of the Dow” is grounded on a yearly basis. 

According to the theory, the investor should invest in the ten companies, which have the 

highest dividend-yield and then restructure the portfolio after one year. The strategy 

emphasizes very strongly that the restructuring of the portfolio should be made on an 

annual basis and thus we will conduct our study and statistical tests accordingly. The 

prices and price indexes have however been collected on a daily basis in order to 

calculate a more accurate beta. 

4.3.3 Sample Period 

The period of which we are conducting the study on will be from 1999-2011. This will 

capture variations in the economic state, including the IT-bubble as well as the 

prospering years up to the financial crisis and beyond. During these years exists a 

sufficient sample of companies that have been represented during the entire period. As 

we go further back fewer companies will be present on this list as well as a significant 

loss in available data concerning company variables. 

Even though the actual period that is tested is from 1999-2011 we will need to collect 

data from the beginning of 1998 up to the starting date of 2012. Collecting data from 
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1998 and onward is due to the calculations of the beta on each individual stock that is 

calculated daily on historical information going back one year. The reason for using 

data that is one year further into the future is because we are looking for a relationship 

between observable data as of today, all our independent variables, and a future return. 

Thus we need to collect the total stock return one period into the future, meaning a 

whole year. 

 
Furthermore, we will divide the whole period into smaller sub-periods to test against the 

trends in the stock market. In this study the growth rate on the OMX Stockholm 

Benchmark was used as an indicator for the trends on the Swedish stock market. 

 
Figure 5 

“OMXSB Growth 1999-2011” 

 

The OMXSB’s growth rate has varied a lot from year to year ranging from close to 

+70% in 1999, to -40% in 2008. Because there is one year between each observation 

there is a lack of growth rates that is close to 0%, which would indicate an unchanged 

market. Thus our trends will consist of bull and bear, an increase and decrease in the 

stock market. When the test of determining whether our results are changing according 

to the trends in the stock market will therefore are based on the years of bull and bear.  
 
Table 3  
“OMXSB Growth Rate; 1999-2011” 

 

 

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 

 

69,30% 

 

-10,76% 

 

-19,75% 

 

-39,95% 

 

30,16% 

 

19,71% 

 

31,08% 

 

21,63% 

 

-6,71% 

 

-40,71% 

 

43,32% 

 

24,94% 

 

-17,80% 
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The years will be split accordingly: 

 
Table 4 
“Bull and Bear Years; 1999-2010” 

 

BULL 1999 2003 2004 2005 2006 2009 2010 Total: 

7 years 

BEAR 2000 2001 2002 2007 2008 2011 - Total:  

6 years 
 

4.4 Analysis Procedures 
We will start our analysis procedure by doing a simple regression line analysis. The 

simple regression line analysis is one of the most basic statistical techniques and is used 

in order to find correlation between two variables. In our case, the two variables, which 

will be tested, are the total stock return (as dependent variable) and dividend-yield (as 

the explanatory variable) (Moore et al., 2008, p. 119,121). 

 
The formula for simple regression line is as following: 

 

Y = β0 + β(i)X + ε 

 
Y = Response variable, in this case the total stock return 
β0 = The intercept 
β(i)X = Regression coefficient, in this case dividend-yield 
ε = Deviation of individual observation and it is generally normally distributed 

 
Thus, our computations will be as follows: 
 

Total Stock Return = β0 + β(Dividend-Yield) + ε 
 
We will then conduct a multiple regression analysis, as we involve other explanatory 

variables. However, before conducting the multiple regression analysis, we need to 

conduct a multicollinearity test. One common problem when conducting a multiple 

regression analysis is to experience multicollinearity. Multicollinearity occurs when the 

independent variables are correlated with each other. Multicollinearity may cause the p-

values to be incorrect in terms of a very low p-value for the F-statistics but very high p-

values for the T-statistics. This in turn might lead to incorrect conclusions about the 

relationships between the variables (Moore et al., 2008, p. 658). The acceptable amount 

of multicollinearity is a value equal or lower than 80 % (Studenmund, 2011, p. 258). 
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As mentioned before, we are going to analyze our data by using a multiple regression 

line analysis. The multiple regression line analysis enables us to see how the different 

variables collaborate in order to explain the response (Moore et al., 2008, p. 626). The 

statistical formula for the multiple regression line is as follows: 

 
Y = β0 + β(i)1 X + β(i)2 X + ….  + ε 

 
Y = Response variable, in this case the total stock return 
β0 = The intercept 
β(i)1 X = Regression coefficient, in this case the company attributes and beta. 
ε = Deviation of individual observation and it is generally normally distributed 

 
Thus, our computation will be as follows: 

 
Total Stock Return = β0 + β(Dividend-Yield)1 + β(Cash flow to Sales)2 + β(Size)3 + 

β(Market to Book Value)4 + β(Price to Earnings)5 + β(Beta)6 + ε 

 
By using a multiple regression line, we can isolate the effect of each variable which will 

enable us to see which variable has the largest effect on the total stock return. 

Additionally, we will execute hypothesis testing as well. We will test the significance of 

the dividend-yield on the total stock return. In order to perform this test, we have 

constructed a null hypothesis and an alternative hypothesis. We will test at 1% 

significance level. The 1% significance level implies that there is 1% probability of an 

incorrect rejection of the null hypothesis. Furthermore, to reject the null hypothesis, the 

p-value needs to be equal or lower than 1% in the regression analysis. We have 

constructed 17 hypotheses which are as follows: 

Hypothesis 1 

H0: Dividend-yield does not have a significant relationship with total stock return. 

Ha; Dividend-yield does have a significant relationship with total stock return. 

 

Hypothesis 2 

H0; Dividend-yield as a single variable does not have a significant relationship with 

total stock return. 

Ha; Dividend-yield as a single variable does have a significant relationship with total 

stock return. 

 

Hypothesis 3 

H0: Dividend-yield as a sole variable does not have a significant relationship with total 

stock return in a bull market. 

Ha: Dividend-yield as a sole variable does have a significant relationship with total 

stock return in a bull market. 
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Hypothesis 4  

H0: Dividend-yield as a sole variable does not have a significant relationship with total 

stock return in a bear market. 

Ha: Dividend-yield as a sole variable does have a significant relationship with total 

stock return in a bear market. 

 

Hypothesis 5-17  

H0: Dividend-yield as a sole variable does not have a significant relationship with total 

stock return in the year of XXXX (1999-2011) 

Ha: Dividend-yield as a sole variable does have a significant relationship with total 

stock return in the year of XXXX (1999-2011) 

The first two hypotheses make it apparent if the dividend-yield has any correlation with 

total stock return and how much it affect the total stock return. Hypotheses 3-4 make it 

apparent whether the dividend-yield has a significant impact on the total stock return 

during different trends in the financial market. The hypothesis 5-17 will disclose how 

the relationship between dividend-yield and total stock return look like on yearly basis. 

4.5 Selection of Variables 
Our selection of variables included in the statistical tests are based upon the company 

attributes that have been proven to have an impact on the total stock return in previous 

studies, as presented in chapter three “Company attributes”. A few notes should 

however be emphasized regarding some of the variables. In the case of ratio of book-to-

market and earning-yield, a reversed formula has been used. Instead of book-to-market 

are we using market-to-book value and instead of earnings over price we are using price 

over earnings. The reversed ratio is still measuring the same relationship of company 

attributes but is just presenting it in another fashion. The reason behind this is simply 

because the ease of availability of these ratios. Size will be measured in the total market 

capitalization of the specific company and the cash flow yield will be represented by the 

cash-flow to sales ratio. As we had no access to any data concerning the cash flow-yield 

we have decided to replace it with the cash flow-to-sales ratio as deemed appropriate by 

the Webster’s New World Finance and Investment Dictionary (2003). 

4.6 Statistical Techniques 
The aim for our statistical techniques is to find any relation between dividend-yield and 

the total stock return. Therefore, we are going to use a regression line analysis. This 

enables us to answer our hypotheses and our sub-questions, which in turn enable us to 

answer the research question. 

When it comes to the regression analysis, there are five values, which will be of interest 

– R
2
, F-value, β, T-value and P-value. 
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R
2
 makes it apparent how much of the variation in the dependent variable (total stock 

return) is explained by our explanatory variables. A low R
2
 value indicates that only a 

small fraction of the variation in the total stock return can be explained by our 

independent variables, while a high R
2
 value indicates the opposite (Moore et al., 2008, 

p. 646). 

 

The F-test is designed to deal with a null hypothesis that contains single or multiple 

hypotheses concerning a group of explanatory variables. The F-value enables you to 

reject or accept the null hypothesis by comparing it to the critical F-value which is 

found in a F-distribution table. If the F-value is larger than the critical F-value, we are 

able to reject the null hypothesis (Studenmund, 2011, p. 159-160). Thus, 

F-value > F-critical  reject null hypothesis 

In order to be able to reject or accept the null hypothesis for single regression 

coefficients, we must look at the T-value. The T-value represents the difference in the 

units of measurement of the variables and in the standard deviation of the estimated 

coefficients. By comparing the T-value to the critical T-value in a t-distribution table, 

we are enabled to reject or accept the null hypothesis (Studenmund, 2001, p. 128, 130). 

Thus, 

T-value > T-critical  reject null hypothesis. 

We are able to find the unstandardized coefficient (β) in the COEFFICIENTS table. The 

unstandardized coefficient is a measure of how much the dependent variable will move 

when the independent variable increases with one unit (Moore et al., 2008, p. 649). For 

example, if the dividend-yields coefficient value is equal to 2 does it imply that the total 

stock return will increase with 2 % when dividend-yield increases with 1 %. 

 

P-value is an alternative approach to the F-test and T-test (Studenmund, 2011, p. 163). 

P-value is the probability which measures the consistency of the data. The lower P-

value, the more inconsistency is it in the data which gives the researchers evidence 

against the null hypothesis. As we are going to test at a 1% significance level, are we 

able to reject the null hypothesis at P-value which is equal or lower than 0,01 (Moore et 

al., 2009, p. 382). Thus, 

Significance level > P-value  reject null hypothesis 
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4.7 Reliability 
Reliability is to what extent the researcher’s data collection, techniques and analysis are 

consistent to the research findings. It is important to follow a reliability criterion when 

doing a research in order to reduce the risk of false results (Saunders et al., 2009, p. 

156). Reliability involves three prominent factors - stability, internal reliability and 

inter-observer consistency (Bryman & Bell, 2007, p. 162-163). 

Stability refers to the stability of the results. In other words, the results should be able to 

be reproduced in another occasion (Bryman & Bell, 2007, p. 163). Lee Sechrest (1984, 

p. 30) suggest that to secure reliability in a research, the researcher should do a retest in 

another occasion. But how does one define “another occasion”? Is it one hour after the 

first test or is it a year? We have decided to define “another occasion” as just another 

point in time, and for us it will be maybe a day or so between the computations since we 

have a time constraint. But the point of doing a retest is simply to see whether the same 

data produces the same results, in other words, whether ones calculations are correctly 

done and the results are stable. We are confident that other observers will produce 

equivalent findings in another occasion as we retest the data to make sure it is correct. 

Internal reliability refers to the correlation between the tested variables and the research 

question. In order to have a complete internal reliability, the variables should be 

perfectly correlated with the research question (Bryman & Bell, 2007, p. 163). In other 

words, the explanatory variables should be relevant for the dependent variable and in 

turn enable the authors to answer the research question. It is suggested to do a test of 

Cronbach’s Alpha, in which calculates the averages of all possible split-half reliability 

coefficients (Bryman & Bell, 2007, p. 164). However, since we have a time constraint, 

we are not able to do this calculation. Instead, we have chosen the variables carefully by 

reading previous researches in order to find appropriate variables. The variables are 

very common in previous work, and as we deduct the assumption, the variables would 

not have been commonly used if they lacked internal reliability. Therefore, we consider 

the internal reliability criteria as fulfilled. 

Inter-observer consistency refers to how objective the researchers are in the decision-

making. In order to create consistency, the choices made by the researchers should be as 

objective as possible (Bryman & Bell, 2007, p. 163). In the theoretical methodology, we 

stated that we are having an objective approach for this research. By having considered 

the methodological assumptions, we have created awareness for the choices we make 

concerning the study. Therefore, the inter-observer consistency criterion is fulfilled and 

creates no bias in our results. 

4.8 Validity 
Validity is concerned with whether the measurements actually measure the concept in 

question. There are five components of validity a researcher should affirm in the study 

(Bryman & Bell, 2007, p. 164). We are now going to examine each of these components 

in order to secure the validity for this research. 



 | P a g e  

 

 

46 

Face validity has to do with having an individual or a group of people who have 

experience or expertise in the specific field and gives the authors feedback. In other 

words, the researchers need to have a second opinion from more experienced people to 

create face validity (Bryman & Bell, 2007, p. 164). If a research does not have any face 

validity, the research may be deemed as unacceptable for certain people (Sechrest, 

1984, p. 36). For example, if an individual is interested in doing a research in the same 

field as us, they may not be able to use our research as a source since it might be seen as 

fallacious. 

One of our goals for this research is to make it work as a tool for investors and therefore 

is face validity extremely important for us. In order to secure face validity, we have a 

supervisor which guides us throughout the thesis. Furthermore, for the statistical test we 

have turned to the statistical department at Umeå University in order to conduct 

accurate calculations. Therefore, this research has face validity and should be regarded 

as a trustworthy study. 

Concurrent validity involves creating a criterion on cases (the chosen variables in this 

research) which are known to differ and is relevant for the research question (Bryman & 

Bell, 2007, p. 165). This might seem a bit diffuse and therefore are we going to give an 

example of concurrent validity: 

“A new measure of job satisfaction can serve as an example. A criterion might be 

absenteeism, because some people are more often absent from work (other than through 

illness) than others. In order to establish the concurrent validity of a measure of job 

satisfaction, we might see if people who are satisfied with their jobs are less likely than 

those who are not satisfied to be absent from work.”    

    - Bryman & Bell, 2007, p. 165 

 

Our main criterion for the chosen variables are that they are relevant for explaining the 

variation of the total stock return. We have chosen to disregard variables which have 

none or less relevancy of explaining the total stock return since they would not 

contribute to the research. 

Predictive validity is similar to concurrent validity, but the difference is that the 

researchers create a future criterion measure (Bryman & Bell, 2007, p. 165). We have 

not constructed any future criterion measure since we want to find a correlation between 

historical variables, not future variables. Therefore, we are not concerned with this kind 

of validity.  

Construct validity involves deducting hypotheses from a theory which is relevant for the 

research question (Bryman & Bell, 2007, p. 165). It is assumed that performance is not 

random and something is determining the performance (Sechrest, 1984, p. 40). This 

research has a deductive approach and we have several underlying theories which we 

develop our hypotheses from.  
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Convergent validity involves comparing the measure of the concept with other methods 

for the same concept. For example, if a researcher wants to examine how much time a 

manager spends on various activities, he or she could develop a questionnaire and then 

comparing the answers by observing the managers and create a schedule of how much 

time the managers spend on various activities (Bryman & Bell, 2007, p. 166). In order 

for us to create convergent validity, we need to do different statistical tests and compare 

them to each other. We are going to do simple regression line analysis, multiple 

regression line analysis, descriptive statistics as well as hypothesis testing and therefore 

created convergent validity.  

4.9 Generalization of the Results 
Generalization of results refers to what extent one could apply the results of the research 

to other areas. The degree of generalization depends on several factors such as 

identification of research population, data collection, data interpretation and 

development of conclusions. One need to identify what research population is of 

interest, collect the correct data, use an appropriate theoretical framework and further 

draw appropriate assumptions in order to interpret the data in a factual way and make 

right conclusions from the data (Saunders et al., 2009, p. 158-159). 

Since we have chosen to use a non-probability sample, we are not able to generalize on 

statistical grounds, but instead from theoretical grounds (Saunders et al., 2009, p. 213). 

Our study is based on the Stockholm market and we will therefore be able to generalize, 

from a theoretical point of view, our results to markets with similar characteristics in 

terms of regulations, market size and trading-volume. 
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4.10 Summary 
We collected the data from Thomas Reuter DataStream base. The data which we 

collected was: total stock return, dividend-yield, cash-flow to sales, market 

capitalization, price to earnings ratio and price to book value. In order to acquire the 

beta, we needed to calculate it manually. We started by using the return calculated from 

the price index of OMXSB and the prices of the individual stocks. Beta was then 

calculated by dividing the covariance of the individual stock and market index divided 

with the market variance. 

As sampling technique, we used a non-probability sample – mainly purposive and 

convenience techniques. The purposive technique was used when sampling the 

explanatory variables and the convenience technique when we chose stock index. 

Further, the data has been collected on a yearly basis. The reason was due to the Dogs 

of the Dow Theory which is based on a yearly restructuring of the portfolio. The sample 

period is between the years 1999-2011. These years was carefully chosen since they 

capture variations in the economic state, including the IT-bubble as well as the 

flourishing years up to the financial crisis and beyond. This enabled us to split the years 

into different financial trends. This enables us to discover if the dividend-yield affects 

the total stock return more or less during the different trends of the stock market. We 

used the growth of the OMX Stockholm Benchmark as an indicator for bullish and 

bearish trends and divided the yearly observations accordingly. 

When we test our data, we will execute it by using a simple regression line analysis as 

well as multiple regression analysis. In addition to those analysis procedures, we will 

perform hypothesis testing. 

The statistical values of interest are the R
2
, F-value, T-value, P-values and beta 

coefficients. These values help us interpret the results of our regression analysis and 

hypothesis testing. 

Furthermore, we have also taken precautionary measures in order to preserve reliability 

and validity in our study such as retesting our data, objective decision-making, 

acquiring feedback from more experienced people and deducted our hypotheses from 

well-established theories regarding this field. We are going to be able to generalize our 

results on a theoretical ground for markets with the similar characteristics as the 

Stockholm market. 



 | P a g e  

 

 

49 

5. Empirical Results and Analysis 

In this chapter we will present the collected data and the empirical results from our 

statistical tests as well as our analysis and interpretation of these. We will first present 

and analyze our descriptive statistics and later present and analyze the results from our 

regression analyses and hypothesis testing. Our aim with this chapter is to answer what 

the relationship is between dividend-yield and total stock return during different trends 

in the Stockholm stock market is during the years 1999-2011. 

5.1 Data Presentation 
We will start our data presentation with discussing the trends during the years 1999-

2011 as well as present the descriptive statistics for the entire period and for the bullish 

and bearish trends. 

5.1.1 Trends 

We will begin by observing the trends of the OMX Stockholm Benchmark and of our 

samples to get an idea of how the overall development has been during the years in 

relation to each other. Later we investigate the normality of the data and the descriptive 

statistics for the entire period compared to the bullish and bearish trend. 

 
 

Figure 6 

“Development of Returns” 

The graph shows the return (capital gain) as well as the total stock return (capital gains 

+ reinvested dividends) on the index of OMX Stockholm Benchmark. The OMXSB’s 

return is also accompanied by the total stock return of our sample. Simply by observing 

the graph we will not be able to draw any conclusions regarding research questions. We 

can however clearly see that the trend of the two versions of the index and our sample 

of the index is highly correlated with each other just as expected. It seems like the 
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sample is beating the index for the majority of the years. The sample managed to 

withstand the IT-crisis in the beginning of the 21
st
 century to a much higher degree than 

of the index. The reason behind this is probably because companies in the IT-sector, 

which was listed on the index at the time, took such a beating that it would no longer 

meet the requirements for the index, thus were canceled from the list at the next 

revision. As such they would not be a part of our sample.  

To make the different stock returns from the graph above more apparent, we have 

created three portfolios. Each portfolio has a start value of 10´000SEK and is held for 

the entire period. 

Table 5 
“Portfolio Return” 

 

It should come as no surprise that the simple price index of OMXSB has a lower end 

value compared to the total return index which takes reinvested dividends into account. 

More interesting is the vast difference between the end value of our sample and the 

index total return (55´530 compared to 21´550). Our sample has drastically deviated 

from the figures on OMXSB total return because of the requirements we set forth when 

choosing our companies. The strict rule, that companies must have been listed on the 

index for the whole period, clearly made the sample to consist out of stable and 

profitable companies. As such, our sample has an average yearly total return of 18, 48% 

compared to 11, 21% on the OMXSB total return index. 

Table 6 
“Portfolio Return in Percentage” 

  

  

  

  

 

Time period 

1999-2011 

OMXSB (Price 

index return) 

OMXSB (Total  

Return included 

reinvested dividends) 

 

Sample (Total 

Stock Return) 

 

Start Value 10´000 10´000 10´000 

End Value 14’924 21’550 55’530 

Time period 1999-2011 Average Yearly Return 

OMXSB Price Index 8,13% 

OMXSB Total Return Index 11,21% 

Sample Total Return 18,48%  
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5.1.2 Descriptive Statistics 
 
Table 7 
“Descriptive Statistics for Entire Period” 

 
 

The average total stock return was, as previously stated, 18, 48% for the entire period 

while the average dividend-yield was 2, 87%. This implies that dividend-yield is a 

relatively small part of the total return each year. But it is an important factor when 

taking the compounding effect into account. Referring back to the three aforementioned 

portfolios, we could observe that the extra dividend reinvested contributed to a roughly 

44, 4% increased end date value (21´550 compared to 14´924). Another noteworthy 

point is beta, which is lower than 1. This indicates that our sample consists out of more 

stable companies compared to the OMXSB since the return is less volatile from day to 

day. The standard deviation for company size is even larger than the average size. We 

can interpret this as a measure of capturing a large variety of company sizes, ranging 

from 71´118 to 1´070´554´771. This will hopefully give us a better view of the impact 

on the total stock return, explained by company size compared to if we have used a Cap 

index. 

Table 8 
“Descriptive Statistics for Bullish Period” 

 

During the bullish periods, we observe an increased average of yearly total stock 

compared to the whole period. There is also a small increase in the average dividend-

yield. This would to some extent implicitly contradict the use of dividend-smoothing 

policies by companies. As stock prices are rapidly increasing, the level of dividend-

yield would have difficulties to keep up with the price increase. This is due to the 
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dividend’s low volatile movement. If the dividend-yield smoothing was true for the 

majority of companies, one should observe a decreased average dividend-yield instead 

of an increased. For our data on the whole period, the beta is lower than one, which 

indicates a more stable sample. The remaining variables appears to have a relatively 

stable average, when observing the percentage change and in comparison to the whole 

period. 

Table 9 
“Descriptive Statistics for Bearish Period” 

 

For the bearish years, we observe an average of -11, 34% in total stock return and a 

decreased standard deviation for the return. The dividend-yield, size, cash-flow to sales 

and beta are also smaller in comparison to the whole period and the bullish years. The 

P/E and MTBV have a higher average in the same comparison. 

The distribution of the total stock return is plotted in the histogram in figure 7 and 

includes all of the observed years. There are a few extreme values on the positive side 

of the total return making the distribution fairly right skewed. Studying the Q-Q Plot in 

figure 8, shows that most of the observations are on the line for the expected value, 

showing how well our data fits into a normally distributed model. 

 

Figure 7 “Distribution of 
Total Stock Return” 

Figure 8 
“The Q-Q Plot” 
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5.1.3 Dividend-Yield Categorized 

To further explore our data, we have categorized the total stock return depending on the 

level of its dividend-yield. In the figure below, the first category lists the total stock 

return for observation where the company had a dividend-yield of 0%. The next 

category includes companies that paid the lowest dividend in relation to the price, 

ranging from an existing dividend-yield up to just below 1% (denoted as 0-1% in the 

figure). The same structure applies in the following categories as well, except the last 

one that is capturing a larger range of dividend-yield as the number of observations are 

rapidly declining the as the dividend-yield increases. 

5.1.3.1 The Entire Period 

Because of the few observations ranging from dividend-yield of 6% and up, a total of 

only 28 observations, we decided to include all these into one single category. The 

average dividend-yield for the entire period is 2, 87%. 

 

Figure 9 
“Total Stock Return and Dividend-Yield during Entire Period” 

 

The graph represents all companies for the entire period 

between 1999 and 2011. The Y-axis represents the average 

total stock return while the X-axis represents the level of 

dividend-yield with a 1% step increase. What is noticeable 

is that the companies, which do not pay any dividends, had 

higher average return compared to the whole sample. The 

average total stock return for the non-dividend paying 

companies and the whole sample are 27, 33% and 18, 78% 

respectively. As we continue with the category of the 

lowest dividend-yield, ranging from larger than 0% but 

smaller than 1% (0% < X < 1%) we encounter the lowest 

average total stock return of 2, 08% for the entire period. There seem to be a strong 

positive relationship as we observe an increase in the total stock return for each of the 
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0% 27,33% 

0-1% 2,08% 

1-2% 6,46% 

2-3% 12,38% 

3-4% 12,86% 

4-5% 18,38% 

5-6% 36,59% 

6-23% 76,42% 

Table 10 
“Total Stock Return and 

Dividend-Yield during Entire 

Period” 
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following categories. This could be explained by the Principal-Agent theory which 

states that the management performs better when the company is paying high dividends. 

The managers have less free cash flow to spend on empire building, perks and 

entrenchments. Another theory, which could work as an explanation to our results, is 

the Dividend Signaling theory. By paying high dividends, the management of the 

“good” firm can separate itself from the “bad” firm. This enables the “good” firm to 

signal to its investors that it is a better investment choice. Thus, the stock becomes more 

attractive and the price goes up, which in turn creates a higher total stock return in terms 

of capital gains. 

Referring back to the category consisting of 0% in dividend-yield, it is extra noteworthy 

to consider that one should treat this as a separate group when making investment 

decisions. The companies might have a zero dividend policy and thus it is likely that the 

level of dividend-yield does not reflect any specific state of the value of the stock. At 

the same time, there is the possibility for the data we have collected that the zero 

dividend-yield is reflecting companies that are in financial distress. There is however no 

way to take this into consideration in this quantitative research. As such, we are 

pointing out the fact that the zero dividend-yield data should be examined carefully as to 

the relation of the company in question. 



 | P a g e  

 

 

55 

5.1.3.2 Bullish Trend 
 

 
Figure 10 
“Total Stock Return and Dividend Yield during Bullish Trend” 

In this part, we are graphing the 1% increase in the 

dividend-yield in relation to total stock return during the 

bullish years. The most apparent is the increase in the total 

stock return for dividend-yields ranging from 0% < X < 

1%. In between this range we find the most extreme 

average return of 96, 59%. However, this category contains 

only 7 observations - the lowest amount of observations of 

all categories. This makes the result questionable, as there 

is no way to know if these few observations are extreme 

values. Apart from this abnormality, the graph is relatively 

similar to the graph representing the entire period. We still have an increasing trend in 

the range from 1% < X < 23%. It is also true for the bullish years that companies that do 

not pay any dividends have a higher average return compared to the whole sample with 

a return of 58, 06% and 44, 20% respectively. The positive trend gives strength to the 

theories which states that dividends are relevant. If this is due to successful signaling to 

the investors, investor preference or lack of empire building, we cannot affirm. But what 

we can affirm is that our result implies that dividends are relevant. 
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Table 11  

“Total Stock Return and 

Dividend Yield during Bullish 

Trend” 

0% 58,06% 

0-1% 96,59% 

1-2% 26,90% 

2-3% 35,83% 

3-4% 31,18% 

4-5% 39,82% 

5-6% 51,06% 

6-23% 84,73% 
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5.1.3.3 Bearish Trend 

 

 
Figure 11 
“Total Stock Return and Dividend Yield during Bearish Trend” 

 

In the graph for the bullish years, we still observe what 

seem to be a strong connection between the level of 

dividend-yield and the total stock return. Stocks with high 

dividend-yield have, on average, experienced a smaller 

decline in total stock return during the bearish years. What 

is noteworthy is that once again companies ranging in 

between 0% < X < 1% in dividend-yield have the most 

extreme return of -26, 68%. For companies that do not pay 

dividends at all, we now observe, in contrast to the whole 

period as well as the bullish years, a lower average total 

stock return (-20,67%) compared to the whole sample (-11,34%). 

By observing the graphs, there seems to be a relationship between the dividend-yield 

and the total stock return. If it is indeed true that investing in higher dividend-yielded 

companies as well as no dividend paying companies, it would be contradicting the 

efficient market hypothesis, This would be true because you would have generated a 

return which exceeds that of the market and according to the efficient market hypothesis 

everyone should have the same information as you as well as be rational investors. This 

is however not considering that there might be a correlation between the dividend yield 

and the risk (beta). The abnormal return in high yielding stocks could very likely 

depend on an increased risk as described in the CAPM. Therefore we need to move on 

to conduct statistical test in order to draw any conclusions on empirical grounds. 

Furthermore, the theories that advocate dividend relevance seems to be valid even in a 

downturn in the financial market. Dividends might put a pressure on the management 

and therefore creates a higher total stock return because of good decision-making by the 
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% -20,67% 

0-1% -26,68% 

1-2% -10,57% 

2-3% -10,39% 

3-4% -6,64% 

4-5% -9,19% 

5-7% 1,63% 

Table 12  
“Total Stock Return and 

Dividend Yield during Bearish 

Trend” 
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management. Additionally, if investors expect or experience a downturn in the market, 

they might prefer to buy stocks in companies that have high dividends (since it could 

signal the company is a “good” one) in order to secure or protect their investments. 

5.2 The Relationship between the Dividend-Yield and Total Stock 

Return 
We will start with our first sub-question regarding the relationship between dividend-

yield and total stock return in general. Our hypothesis was as followed: 

Hypothesis 1:  

H0; Dividend-yield does not have a significant relationship with total stock return. 

Ha; Dividend-yield does have a significant relationship with total stock return. 

The results from our linear regression can be observed in table 13. By observing the 

model summary, we can conclude that our model (with dividend-yield as the only 

explanatory variable) did explain a total of 9, 9% of the change in total stock return. 

Whether this is a large or small number could be discussed but we argue that a nearly 

10% change in the stock price can be explained by dividend-yield is a quite large result, 

especially considering that there are various other explanatory company specific 

variables that is said to explain the variation in return. Furthermore there are 

macroeconomic factors as well, such as the state of the global financial environment, 

which contributes to the movement of stock prices. Most investors have different 

arguments why one should invest in a specific company, leaning on a variety of 

different factors when making a decision. Dividend-yield is one out of an endless 

number of variables that would influence stock prices. To have an explanatory factor of 

9, 9% should therefore be considered to be one of the most influential.  

Table 13 

“Regression Results for Entire Period” 

 

In our ANOVA table we observe the F-Value of 63,399, which explain how good the 

test is in regards to number of observations and appropriate explanatory variables. The 

F-Value is well above the critical F-value of 6.63 and the significance of less than 1% 

makes in apparent that it is statistically ensured on a 99% confidence level. As 

dividend-yield is the only independent variable in this regression, it is logical that the 

regression analysis would prove to be highly significant with a t-value of 7,962 which is 

well over the critical t-value 2,576. The unstandardized beta explicate that if dividend-
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yield is increased by one unit, in this case one percentage point, it would increase the 

total stock return with 6,841 percentage points. As such, there is strong proof for a 

positive correlation between the dividend-yield and total stock return. The significance 

is less than 1 % and we can therefore reject the null hypothesis on a 99% confidence 

level. The entire result sheet can be found in appendix 1. 

The results of the statistical tests confirm that there is a relationship between the 

dividend-yield and the total stock return on the OMX Stockholm Benchmark during the 

years of 1999-2011. This would indicate that dividends are in fact relevant when 

making investment decisions and gives strength to the Dogs of the Dow dividend 

strategy on the Swedish stock market as well. This also gives strength to the Bird-in-

the-Hand theory, Dividend Signaling theory and Principal-Agent theory. Even though 

we can argue for a strong correlation between the two variables statistically; there is a 

possibility that dividend-yield is just highly correlated with another variable that is in 

fact the true explanatory variable for the total stock return. This is the reason for the 

continuation with a multicollinearity test as well as a multiple linear regression. 

5.3 The Weight of the Dividend-Yield on the Total Stock Return 
As a mean to answer our second sub-question, we formulated the following hypothesis 

to be tested. 

 

Hypothesis 2:  

H0; Dividend-yield as a single variable does not have a significant relationship with 

total stock return. 

Ha; Dividend-yield as a single variable does have a significant correlation with total 

stock return.  

First we need to test for multicollinearity for each of our independent variables. As 

previously described in chapter 4, we will not consider any serious case of 

multicollinearity as long as the Pearson Correlation is in between -0.80 and .80. 

Table 14 

”Correlation between Dividend-Yield and Explanatory Variables in Entire Period” 

  DY 

Size Pearson Correlation 

Sig. (2-tailed) 

-.026 

.538 

CF/S Pearson Correlation 

Sig. (2-tailed) 

.151 

.000 

P/E Pearson Correlation 

Sig. (2-tailed) 

-.378 

.000 

MTBV Pearson Correlation 

Sig. (2-tailed) 

-.214 

.000 

Beta Pearson Correlation 

Sig. (2-tailed) 

-.025 

.547 
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According to the multicollinearity results, the variables fall in between the acceptable 

level of correlation. In table 14, the Pearson correlation is presented for each 

combination possible with the dividend-yield. The whole matrix is available in 

appendix 2. The largest significant correlation in the test was that between dividend-

yield and the P/E ratio. They have a negative correlation of 37, 8%, which could be 

explained by examine their respective formula. Price is the denominator in dividend-

yield, whereas it is the numerator in P/E. A price increase, all else being equal, would 

mean an opposite movement of the two ratios. The relative large correlation would most 

likely be because the price has an impact on both ratios, just as in MTBV. 37, 8% is 

however far from our pre-set margin of 80%, thus do we not have any problems 

regarding multicollinearity with the chosen variables for the entire time period.  

Moving on to the multiple regressions, we do not get a huge increase in the model’s 

explanatory factors. Our R
2
 is now 15, 1% compared to 9,9% - just taking the dividend-

yield into account. This either means that we have failed to find the most relevant 

explanatory variables for total stock return, or that there are many other factors that are 

also driving returns on the OMXSB during the whole time period. As we pointed out in 

5.2 there are a huge amount of factors affecting the total stock return and it would be 

impossible to take all of them into account. Furthermore, we do not consider any 

macroeconomic factors in our model. 

Table 15 

“Regression Result when Including Other Variables” 

  

Our F-Value is 13, 46 which is over the required 2,8 indicating that all the variables are 

together appropriate to explain the model and secured on a 99% confidence level. When 

it comes to the T-value, it is higher than the critical T-value of 2,576. An increase of 1-

percentage points in dividend-yield would increase the total stock return by 8,163 

percentage points according to the unstandardized beta. The strong correlation presented 

in the previous simple linear regression is actually stronger in the multiple regression 

line. As mentioned before, there is no serious multicollinearity and with a P-value close 

to zero, we can reject our null hypothesis and accept the alternative. For each separate 

independent variable we refer to the appendix 3. The abnormal return does not seem to 

be affected by the beta, as it both fails to be proven statistically on a 99% confidence 

level and indicates a low correlation. This suggests that the Efficient Market Hypothesis 
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is not fully applicable to the Swedish market and investors can make profits by using an 

investment strategy.  

In our descriptive statistic part, we stated that the theories, which advocate dividend 

relevance seemed to be valid. After conducted a multiple regression analysis, we can 

statistically affirm that there is a relationship. One cannot disregard the fact that 

dividend-yield has a quite large influence on the total stock return and should therefore 

be regarded as relevant. 

Constructing our third sub-question, we had a notion from previous studies about the 

dividend phenomena being cyclical. From the data, we have a positive correlation of the 

dividend-yield and total stock return for the entire period. In other studies, they have not 

been able to find any correlation for longer periods. The question is however: is the time 

frame of 13 years long enough to observe if the market is cancel out the effects of an 

abnormal return on high dividend-yielded stocks? We do believe thirteen years should 

cover possible cyclical patterns. In the third sub-question, we will address the results for 

different trends of the Stockholm stock market and look into each separate year. 

5.4 The Dividend-Yield Effects on Total Stock Return during different 

trends on the Stockholm stock market 
Our hypotheses that are set up to answer the third sub-question are the following: 

5.4.1 Bullish Trend 

Hypothesis 3:  

H0; Dividend-yield as a sole variable does not have a significant relationship with total 

stock return in a bull market. 

Ha; Dividend-yield as a sole variable does have a significant relationship with total 

stock return in a bull market. 

Table 16 

”Correlation between Dividend-Yield and Explanatory Variables in Bullish Trend” 

Bullish  DY 

Size Pearson Correlation 

Sig. (2-tailed) 

-.023 

.684 

CF/S Pearson Correlation 

Sig. (2-tailed) 

.160 

.005 

P/E Pearson Correlation 

Sig. (2-tailed) 

-.386 

.000 

MTBV Pearson Correlation 

Sig. (2-tailed) 

-.204 

.000 

Beta Pearson Correlation 

Sig. (2-tailed) 

.097 

.090 

 

The correlations between the variables are fairly similar to those of the whole period. 

Once again the P/E has the strongest correlation of -38, 6% to dividend-yield followed 
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by the market to book value of -19, 2%. There is no serious multicollinearity in this 

regression either, but we do regard their consequences. The whole matrix is available in 

appendix 4. 

When conducting the multiple regression during the bullish years, we get a slightly 

improved R
2 

and an explanatory percentage of 21, 7% from our independent variables. 

The F-Value is again higher than the critical F-value of 2, 8 and the P-Value is close to 

zero, thus we accept it on a 99% confidence level. 

Table 17 
“Regression Result for Bullish Trend” 

  

The unstandardized beta for dividend-yield is however lower than before. If dividend-

yield would increase with one percentage point, the total stock return would increase 

with 4,628 percentage points. The T-value is higher than the critical T-value of 2,576. 

The P-Value is low enough for us to reject the null hypothesis and to accept the 

alternative one. For the other variables coefficients results, we refer to appendix 5. 

In the bullish years, we still observe a relationship that can be proved statistically. This 

implies that the Bird-in-the-hand theory could in fact be true for the bullish years of the 

Swedish stock market. Investors value certain return over capital gain and are therefore 

willing to pay more for that return. Thus, an increase in the stock price occurs for the 

high dividend-yielding stocks, which is in line with supply and demand. It also implies 

that the Dividend Signaling and Principal-Agent theory might be true. Investors might 

tend to seek stocks with high dividend-yield since they might assume they are more 

“safe” in terms of good management and well-performing companies, which in turn 

create an increase in stock price. 
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5.4.2 Bearish Trend 

Hypothesis 4:  

H0; Dividend-yield as a sole variable does not have a significant relationship with total 

stock return in a bear market. 

Ha; Dividend-yield as a sole variable does have a significant relationship with total 

stock return in a bear market. 

Table 18 
”Correlation between Dividend-Yield and Explanatory Variables in Bearish Trend” 

Bearish  DY 

Size Pearson Correlation 

Sig. (2-tailed) 

-.070 

.253 

CF/S Pearson Correlation 

Sig. (2-tailed) 

.170 

.005 

P/E Pearson Correlation 

Sig. (2-tailed) 

-.445 

.000 

MTBV Pearson Correlation 

Sig. (2-tailed) 

-.260 

.000 

Beta Pearson Correlation 

Sig. (2-tailed) 

-.302 

.000 

 

As seen in table 18 there are more significant and higher correlations between our 

explanatory independent variables in the bearish compared to the bullish years. The P/E 

still has the highest correlation to dividend-yield but it does not exceed the pre-set limit. 

As such, we can once again ignore any serious multicollinearity. The complete matrix is 

available in appendix 6. 

By observing the explanatory factors, we find that the bearish trend gives us the highest 

R
2 

of 35, 4%. The F-Value is well over the critical F-value of 2, 8 and the P-Value is 

0,000, which enable us to accept the model on a 99% confidence level. 

Table 19 

“Regression Result for Bearish Trend” 

 

The unstandardized beta for dividend-yield is however very low, only giving a 0,974 

percentage points increase in total stock return for an increase of 1 percentage points in 

dividend-yield. When it comes to the T-value, it is below the critical T-value of 2,576 

and by observing the P-Value, we note that there is not enough statistical evidence for 
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this to be true on a 99% confidence level. The high R
2 

is instead explained by our other 

explanatory variables. The results can be found in appendix 7. 

As there are no statistical grounds to defend the relationship between dividend-yield and 

total stock return in a bearish market, it could open up for the possibility that the 

phenomenon is in fact cyclical.  

The abnormal return which is achieved in the bullish years does not appear to be 

canceled out in the bearish years – merely slowed down. There are indications 

suggesting that investing in high dividend-yielded stocks is still a good strategy in 

bearish years but as stated before, we have not been able to prove it statistically. 

As we are not able to statistically prove any relationship between the two variables, it 

implies that Modigliani and Miller’s Dividend Irrelevance theory as well as EMH might 

be valid during bearish trends. One explanation why dividends are irrelevant during 

down-turns might be that macroeconomic factors have a larger impact on total stock 

return because the companies do not have any extensive control over these forces. This 

in turn minimizes the dividend-yields impact on the total stock return because other 

forces have ascendancy of the total stock return. 

5.4.3 Separate Years 

Hypothesis (5-17):  

H0; Dividend-yield as a sole variable does not have a significant relationship with total 

stock return in the year of XXXX (1999 up to 2011). 

Ha; Dividend-yield as a sole variable does have a significant relationship with total 

stock return in the year of XXXX (1999 up to 2011). 

The following test is conducted in the same manner as previous tests in regards of the 

regression taking all variables into account. As such, the R
2
 is the change in total stock 

return when considering all our independent variables. The F-Value and its significance 

are measuring the entire model while the unstandardized beta and its significance only 

refers to the dividend-yield variable. 
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Table 20 
”Correlation and Regression results for Each Separate Year” 

 

The only year we find problematic multicollinearity is in 2002, where the correlation 

between the P/E ratio and the Market to Book Value is above 0, 8. None of the other 

years appears to have any correlations between dividend-yield and the other explanatory 

variables. For the full Pearson Correlation matrix’s we refer to appendix 8. 

Conducting the multiple linear regressions for each year separately, we cannot reject the 

null hypothesis except for the year 2009. As we observe each year separately, we are 

conducting the regressions with far less data compared to previous tests. Therefore, it is 

difficult to prove anything statistically in regards of the dividend-yield and total stock 

return relationship. The same is true when we observe the results for the other 

explanatory variables, which also are showing less significant data for the yearly tests 

(appendix 9). It is therefore true that we cannot draw any definitive conclusions after 

conducting the regressions for each year. However, we can observe that the results show 

a tendency to support our previous results that there is a positive relationship between 

the dividend-yield and total stock return since the majority of the betas is positive, even 

though they are not significant. The relative large differences in results of R
2
 for each 

year separately and for the entire period can have its explanations in heteroscedasticity 

of the data. Heteroscedasticity is the result of variance in the data that is not constant 

over time, such as in our financial time-series data. According to John Fox (2007 p. 

306) the uneven variance can depend on the sample size, and because of our small 

sample size in the yearly tests it is reasonable to draw a parallel between the two. 

Gujarati, D & Porter, C (2009 p. 400) further argues that there is no need to overreact to 

heteroscedasticity in the data. 

 Problems with 

Multicollineari

ty 

R
2
 F-Value Sig. Unstandardize

d Coefficient 

Beta 

Sig. 

1999 No 0,568 4,384 0,006 4,692 0,473 

2000 No 0,218 1,159 0,359 5,697 0,430 

2001 No 0,383 3,002 0,021 4,914 0,277 

2002 Yes, PE/MTVB 0,780 18,301 0,000 -2,519 0,297 

2003 No 0,473 4,496 0,002 5,097 0,133 

2004 No 0,311 1,580 0,202 -2,948 0,357 

2005 No 0,255 1,480 0,224 6,245 0,249 

2006 No 0,260 1,878 0,115 -1,502 0,666 

2007 No 0,300 2,496 0,041 4,377 0,123 

2008 No 0,229 1,786 0,130 0,656 0,723 

2009 No 0,293 2,209 0,068 6,386 0,023 

2010 No 0,178 0,973 0,462 0,277 0,932 

2011 No 0,282 1,768 0,144 -1,885 0,494 
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For the years that are showing a negative beta, there is a high total stock return for the 

0% dividend-yielded observations. This can be can be linked back to figure 9, where the 

trend is a positive relationship, but only after passing the first category containing the 

0% dividend-yield observations. If there were a large enough amount of these 

observations in one specific year it would show a negative beta. This would be true 

even though there is a positive beta for the data on observations that has an existing 

dividend-yield and total stock return. An argument could be raised advocating that there 

should in fact be a separation between observations of existing and non-existing 

dividend-yields. If a company does not pay dividends, thus has 0% in dividend-yield, it 

could very likely depend on a policy of not doing so. It could also be because the 

company simply is not able because of example financial distress. This is however 

unlikely to be the majority of companies’ reason for not paying any dividends as their 

total stock return was above average, thus was looking like a better investment 

compared to the average. If a company on the other hand has a very low dividend-yield 

it either means that the price is very high or that the dividends are very low. A theory is 

that investors could interpret this as a sign of overvalue in the stock and as such it will 

perform below average in the future. If we combine this with the fact that we have a 

small sample for each year it is not very surprising that we get a result that is showing 

low significant that are occasionally contradicting to previous test. 

5.5 Summary of Results and Hypotheses testing 

The data was first arranged in categories in regards to the level of dividend-yield. From 

there we calculated the average total stock return for each category and graphed the 

results accordingly. Examining the figures, 9, 19 & 11 we can observe that the overall 

trend line was positive for the entire period as well as the two sub-periods, bullish years 

and bearish years. However there were some deviation from the positive linear 

relationship for zero and the very low level of dividend-yield. The zero dividend-

yielded stocks averaged a higher total stock return for the entire period compared to the 

sample. The same was true for the bullish years where the category with the lowest 

dividend-yield also averaged higher than the sample. Both did however perform well 

below average in the bearish years. 

For the statistical test we have summarized the results for our hypothesis here: 

Hypothesis 1 

H0: Dividend-yield does not have a significant relationship with total stock return. 

Ha; Dividend-yield does have a significant relationship with total stock return. 

 

The null hypothesis was rejected. 
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Hypothesis 2 

H0; Dividend-yield as a single variable does not have a significant relationship with 

total stock return. 

Ha; Dividend-yield as a single variable does have a significant relationship with total 

stock return. 

 

The null hypothesis was rejected. 

Hypothesis 3 

H0: Dividend-yield as a sole variable does not have a significant relationship with total 

stock return in a bull market. 

Ha: Dividend-yield as a sole variable does have a significant relationship with total 

stock return in a bull market. 

 

The null hypothesis was rejected. 

Hypothesis 4  

H0: Dividend-yield as a sole variable does not have a significant relationship with total 

stock return in a bear market. 

Ha: Dividend-yield as a sole variable does have a significant relationship with total 

stock return in a bear market. 

 

The null hypothesis was not rejected. 

 

Hypothesis 5-17  

H0: Dividend-yield as a sole variable does not have a significant relationship with total 

stock return in the year of XXXX (1999-2011) 

Ha: Dividend-yield as a sole variable does have a significant relationship with total 

stock return in the year of XXXX (1999-2011) 

It was not possible to reject the null hypothesis for any year except in 2009. The 

problem with rejecting the null hypothesis for separate years was argued to be a 

consequence of small sample size when examining each year seperatley. The trend was 

however a positive relationship between the two variables, but this study was unable to 

prove it statistically at a 99% confidence level. 
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6. Conclusions 

In this chapter, we are going to present a conclusion of the sub research questions, 

which will serve as our answer to the main research question. Additionally, we are 

going to present the study’s theoretical and practical contribution. Finally, will we 

suggest for further studies in the field of dividend-yield. 

6.1 Conclusions of our research 
The objective of this study was to examine the relationship between dividend-yield and 

the total stock return. In means to discover this, we conducted statistical tests using 

linear regression on data from the OMX Stockholm Benchmark Index, which would 

serve as a proxy for the Stockholm stock market. 

In means to answer the extensive research question we constructed sub-questions that 

would be tested statistically by using hypotheses. In these there was evidence of a 

significant positive relationship between dividend-yield and total stock return when 

conducting the test for the entire period as well as in the years that were separated and 

classified as bullish. In the bearish years, there were however no statistical proof for any 

relationship between the dividend-yield and the total stock return. However, there were 

indications in the data that investments in high dividend-yielded stocks in the bullish 

years were on average a better investment than lower dividend-yielded stocks.  

An important note should also be made for stocks that chosen not to pay any dividends, 

and thus have zero dividend-yield. The data indicates that these stocks on average have 

a higher total stock than the whole sample, meaning that there is not a completely linear 

relationship between the level of dividend-yield and total stock return, which could be 

comprehended best by considering the figure 9. We also draw the conclusion that it is 

because of this deviation from the linear relationship that we get a negative 

unstandardized beta coefficient for dividend-yield as an explanatory variable for years 

where there is a lot of observations with zero dividend-yields.  

We will go through our sub-questions one by one: 

-     Does dividend-yield affect the total stock return during 1999-2011 in Sweden? 
According to this study there is empirical evidence that dividend-yield has an effect on 

the total stock return for this period. The null hypothesis was rejected at 99% 

confidence level and the sensitivity measure unstandardized beta coefficient was large. 

An increase in dividend-yield would on average increase your total return and thus had 

a positive relationship with total stock return. 

 
-     Has dividend-yield a significant weight among a predetermined list of variables 

that affect the total stock return? 

There was no severe correlation of dividend-yield and the other predetermined list of 

variables that have been set to explain the total return. As such we can determine that 

dividend-yield in fact is independent from the other variables and thus have its own 
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effect on the total stock return. The null hypothesis was again rejected on a 99% 

confidence level and similar results for the unstandardized beta coefficient were 

discovered. 

 

-    Are the results stable over time or are they affected by the trends on the Stockholm 

stock market? 
For the bullish years we found similar results to the sub-question two. The null 

hypothesis was rejected at 99% confidence level and there was a positive relationship 

between dividend-yield and total stock return. No severe multicollinearity found in the 

bullish years, which was also true for the bearish years. However we could not reject 

our null hypothesis during this trend and therefore there is no empirical evidence that 

high dividend-yield is affecting the total return positively during down-turns on the 

market. Breaking the data down to each year separately there were less result with 

significant results, thus the null hypothesis could not be rejected for a majority of these 

years. The trend was however positive as most unstandardized beta coefficients was 

positive. 

 

Main research question 
As a mean to conclude our general results we address our main research question, which 

was stated as followed: 

 

-     What is the relationship between dividend-yield and total stock return for stocks 

on the OMX Stockholm Benchmark Index during different trends of the Stockholm 

stock market during 1999-2011? 

 
The relationship between dividend-yield and total stock return has varied during this 

period. The overall trend has however been a strong positive relationship, which is most 

evident in the bullish trends of the stock market. In bearish trends there is no empirical 

evidence of either a positive or negative relationship. This indicates that dividend-yield 

is of no relevance when the market is going down. The relative small sample size for the 

yearly test showed little significant data to rely on but the overall trends of the 

unstandardized beta coefficient was positive, thus indicates that an increase in dividend-

yield does on average increase the total stock return on the Stockholm stock market 

during the years 1999-2011 just as could be statistically be proven when considering the 

entire period.  

6.2 Practical and Theoretical Contribution 
As an investor this study can serve as a useful tool when considering what stocks to 

invest in. History cannot predict the future but one can expect to find a similar pattern of 

stock-behavior in the future on the Stockholm stock market. Considering that the study 

covered several trends there should be enough of information to know how to take the 

dividend-yield into account for an investment choice. Deriving on historical data 

investors should look positively on stocks with zero or high dividend-yields if you are 

expecting bullish years or have no perceptions about the future trends. If investors 

instead expect a bearish trend the dividend-yield is less a less important factor when 

building your portfolio of stocks. It is however important to consider why zero 
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dividend-yielded stocks does not pay any dividends. As shown in figure 11, there is a 

risk in investing in these stocks as they have been performing well below average in the 

bearish years. The reason is most likely that the observations of zero dividend-yielded 

stocks fail to pay dividends not because they are striving to grow but that they are 

undergoing financial difficulties. Expecting bearish trend investors would, according to 

our results, maximize their return by going short in zero dividend-yielded stocks. This 

study is in conclusion giving a lot of strength to strategies such as the Dogs of the Dow 

and other strategies that is considering high dividend-yield as a good indicator for 

successful trading on the Stockholm stock market. The fundamental idea behind Dogs 

of the Dow is to invest in the ten stocks with the highest dividend-yield and restructure 

the portfolio once a year to meet the requirements accordingly. What our study is 

contributing to the knowledge of Dogs of the Dow is that investors are not restricted to 

the ten highest dividend-yielded stocks but can by themselves decide the amount of 

stocks, and thus diversification, one is willing to include in the portfolio. However, each 

added stock in the portfolio comes at the cost of a decrease in average total stock return. 

The tradeoff between diversification and total stock return should be a choice that is up 

to each individual investor based risk aversion. 

The reason we chose to conduct this study was that there was little information 

regarding dividend-yield as a factor to consider when you invest in stocks on in 

Sweden. We believe this paper will increase the knowledge of investors and various 

stakeholders as well as fill a research gap. Furthermore our results shed lights on how 

the efficient market hypothesis and theories considering the dividend relevance and 

irrelevance is applicable on the Stockholm stock market. The efficient market 

hypothesis is failing to explain the abnormal return investors can achieve by investing in 

high dividend-yielded stocks, which is questioning the very fundamentals of the theory. 

We have come to similar conclusions as Basu did in his “Investment Performance of 

Common Stocks in Relation to their Price-Earnings Ratios: A Test of the Efficient 

Market Hypothesis” where he states that the efficient market hypothesis is not fully 

applicable (Basu, 1977). The difference being that we found that the abnormality from 

the theory was explained by dividend-yield instead of P/E. As dividend-yield is in fact a 

relevant variable for maximizing your return it strength to bird-in-the-hand theory 

where investors prefer dividends to capital gain as they deem them to be more secure. 

As demand increases for high dividend paying stocks, the price of the stock also 

increase.  

Because the lack of empirical evidence for a relationship between the dividend-yield 

and total stock return for the bullish years we cannot draw any conclusions regarding 

the phenomena being cyclical or not as previous studies had indicated. However there 

are indications on dividend-yield having a very small effect on total stock return for the 

bullish years. This implies that any cyclical phenomena would rather be from strong 

positive relationship to a small or non-existing relationship, which is not in total line 

with “The Dogs of the Dow Myth” where high dividend-yielded stocks had periods of 
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over-performance, which was balanced out with and under-performance (Hirschey, 

2007, p. 14). There is however more research needed in order to understand the play 

dividend-yield has on the total stock return, both qualitative as well as quantitative. 

Therefore we will present some ideas for further studies that will contribute to this goal. 

6.3 Suggestion for Further Studies 
It is important to recognize the limitations with this study and give suggestions for 

further studies. When conducting the yearly tests we did observe a big difference in the 

R
2
 for the sub-periods comparing to the results from the entire period. Not being our 

primary goal together with shortage of time we could not find any other explanation 

than heteroscedasticity. If there will be a similar study conducted on the Swedish stock 

market in the future it would be useful to include this aspect and therefore make sure to 

have a large enough sample for conducting tests on separate years as well. If there are 

resources for collecting data on a broader index than the OMX Stockholm Benchmark 

one could expect a more accurate result as to the relationship between dividend-yield 

and total stock return on the Stockholm stock market. 

Our data is observing the dividend-yield of a stock at one point in time together with the 

total return it is generating from then to the next year at the same time. This means that 

we have a holding period of a whole year and thus the result of this study is more likely 

to speak to investors with a longer investment horizon. How would day-traders or short-

term investors interpret our results? It is therefore of high relevance to see if and how 

strong of a relationship there is between dividend-yield and total stock return going 

form a yearly holding-period to a monthly or even weekly. How long does it take before 

the high dividend-yielded stocks are showing an abnormally high return in comparison 

to low dividend-yielded stocks? 
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Appendices 

Appendix 1. Results of Simple Linear Regression during the years 

1999-2011 

 

 

Appendix 2. Multicollinearity between the Explanatory Variables 

during the years 1999-2011 
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Appendix 3.  Results of the Regression Analysis for the entire period 

during 1999-2011 
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Appendix 4. Multicollinearity between Explanatory Variables during 

Bullish Trend 
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Appendix 5. Results of the Regression Analysis for during the Bullish 

Trend 
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Appendix 6. Multicollinearity between Explanatory Variables during 

Bearish Trend 
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Appendix 7. Results of the Regression Analysis for during the Bearish 

Trend 
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Appendix 8. Multicollinearity between Explanatory Variables for Each 

Year during the Period of 1999-2011 

8.1 Year 1999 

 

8.2 Year 2000 
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8.3 Year 2001 

 
8.4. Year 2002 
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8.5 Year 2003 

 

8.6 Year 2004 
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8.7 Year 2005 

 

8.8 Year 2006 
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8.9 Year 2007 

 

8.10 Year 2008 
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8.11 Year 2009 

 

8.12 Year 2010 
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8.13 Year 2011 
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Appendix 9. Results of Regression Analysis for Each Year during the 

Period of 1999-2011 

9.1 Year 1999
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9.2 Year 2000 
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9.6 Year 2004 
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