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ABSTRACT  

The present study is an attempt to test the applicability of Lintner‟s Dividend Model and the 

extended versions in the Indian Banking Sector. Totally 41 Indian Commercial Banks, having 

complete data for eleven years period and also have reported operating earnings and declared 

cash dividend during the period under the reference, constitute the sample for the present study. 

Lintner‟s model, extended version of Lintner‟s model, such as Brittain‟s cash flow model, 

Brittain‟s explicit depreciation model and Darling‟s model, have been applied in the Indian 

Banking Sector. The period of study is for eleven years, from 2006-2007 to 2016-17. The Study 

concludes that all the dividend models are fitted significantly in the Indian Banking settings. 

Brittain‟s explicit depreciation model is found to be the best model in explaining dividend policy 

of Public Sector Banks in India. However, in case of Private Sector Banks in India, Darling‟s 

model is found to be the best model fitted significantly.  

KEYWORDS:  Dividend Determinants, Dividend Models, Lintner, Brittain Cash Flow, Brittain 

Explicit Depreciation, Darling Model, Banking Sector/ Industry    

 

INTRODUCTION  

Dividend Policy is considered as one of the significant areas of a company‟s financial decision 

making in the era of post-liberalization. It is an instrument for companies to communicate their 

financial well-being and shareholder value to the investors, lenders and other stakeholders. It 

remains a key area in the field of corporate financial management irrespective of the country and 

ISSN NO: 0975-6876

http://cikitusi.com/

CIKITUSI JOURNAL FOR MULTIDISCIPLINARY RESEARCH

Volume 6, Issue 5, May 2019 85



industry. Dividend is paid to its shareholders in accordance with the number and class of shares 

owned by them. Dividends can be in the form of cash payments, stocks, scrips, bonds or other 

properties, though cash dividends are regarded as the most common form. The proportion of 

amount to be distributed as dividends among shareholders out of net earnings and the time of 

dividend payment are decided by the board of directors of a company. It also becomes crucial for 

the top management to decide the portion of net earnings which is distributable as the dividend at 

the end of financial year and the amount of funds retained by the company as retained earnings 

Formulation of sound dividend policy will help the companies to maximize the shareholders' 

wealth or the market value of the firm.      

 

REVIEW OF LITERATURE  

Several theoretical descriptions have been propounded by the experts as to the factors 

influencing dividend policy of companies in established and emerging markets. However, the 

dividend model developed by John Lintner (1956) is considered as a pioneering field study in 

analysing the association between earnings and the changes in dividends. His findings reveal that 

the primary determinants of changes in dividend policy are the current year earnings and the 

previous year dividends. Research Studies carried out with reference to Lintner‟s Model and the 

extended versions of Lintner model are reviewed below: 

Darling (1957), in his study on dividend policy, has substituted lagged profit in place of 

lagged dividend in the Lintner‟s model as it would offer better explanation of dividend for the 

current year. Brittain (1964, 1966) and Fama and Babiak (1968) re-evaluated the Lintner‟s 

model and obtained significant results. Brittain (1964) has used depreciation as a separate 

explanatory variable along with current year earnings and previous year dividends. In another 

study by Brittain (1966), he has proved that cash flow could be considered as more appropriate 

measure of a company‟s capacity to pay dividend as it reflects more realistically true earnings. 

Fama and Babiak, (1968) have constructed a slightly different model combining lagged 

earnings with lagged dividends as it has higher explanatory power. Changes in a firm‟s dividend 

per share are largely due to changes in current earnings or lagged earnings and the lagged 

dividend.  
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Aidvaizain, Booth and Clearly (1998) re-evaluated the validity of Lintner„s model 

along with modified model in case of 300 companies of developing countries and found that the 

dividends are influenced by current year earnings as compared to past dividends paid.  

LVLN Sharma and KokleeKuin (2004) analysed the trade and services companies in 

Kuala Lumpur, Malaysia for the period 1998-2001. The results are found to be consistent with 

Lintner‟s model and stable dividend policies are preferred by the Malaysian corporate sector. 

The work of Khan and Salaria (2009) was on analyzing the dividend policy of 18 banks listed 

on the Karachi Stock Exchange (KSE) during the period 2001-2007 by using Lintner‟s model. 

The study has concluded that the Lintner‟s model is quite well in explaining the dividend 

behaviour of listed banks in Pakistan.  

As far as India is concerned, there are very few cross section studies and micro time series 

studies have been attempted in India with a view to test the applicability of Lintner‟s model in 

the case of corporate sector. Brief reviews of the same are outlined in this section:    

Pumanandam and Hanumantha Rao (1966) have conducted a micro time series analysis 

of fifty companies belonging to the Indian cotton textile industry for the period 1946-63. They 

have tried Lintner model for each company with and without intercept term and proved the 

model is adequate in explaining dividend behaviour of textile firms. The work of Rao and 

Sarma (1971) concludes that the basic Lintner‟s model with profit variables is quite appropriate 

in explaining the dividend behaviour of Indian corporations. Cash Flow is more suitable 

approximation of the explanatory variable in industries such as iron and steel, cotton textiles, 

paper, electricity generation and supply, where as depreciation has effect in the case of jute 

textiles and engineering industries. 

Krisnamoorthy and Sastry (1971) have conducted a cross section study on dividend 

behaviour of 40 public limited companies belonging to the Chemical Industry for the period 

1962-67. Re-examination of Lintner‟s model along with the cash flow variable reveals that the 

model offers a good explanation of the dividend behaviour. In the study by Swamy and Rao 

(1975) for the corporate manufacturing sector for the period of 1954-1970, the applicability of 

Lintner‟s model, the Brittain‟s cash flow Model and Darling‟s dividend models have been tested 

and obtained significant results.  
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Dakshinamurthy and Narasimha Rao (1978) applied and tested the Speed of 

Adjustment (Dividend) model in Indian Chemical Industry for the period of 1960-1973 and 

found that the Cash Flow Model was better explaining the corporate dividend behavior in the 

Indian Chemical Industry as against the basic Lintner's model. The study of Khurana (1985) is 

based on a sample of 68 companies belonging to Chemical, electrical goods, sugar, cotton and 

general engineering industries for the study period 1962-63 to 1976-77. In his study, he has 

estimated a few well-known dividend models developed by Lintner, Brittain, Darling and 

Dobrovolosky. The estimation reveals that Lintner's model of dividend behaviour is better than 

all other models.  

The work of Gupta, Sharma (1991) on dividend behaviour of firms in Indian tea 

industry for a period of 1982-1988 is based on the application of dividend models i.e. Lintner, 

Brittan, Darling and Dobrovolsky. The results disclose that the Lintner‟s model and 

Dobrovoloskys model are better explaining the dividend behaviour of firms, while Brittains 

model is not fully applied on the firms.  

Mahapatra (1992), in his study on dividend decisions of 90 public limited companies 

representing traditional and non-traditional sectors, tried to test the validity of known regression 

models, namely Lintner‟s model, Brittains‟s Cash flow model and Explicit Depreciation Model 

and Darling Model. The review brings out the Brittain‟s Cash Flow model as a model of good fit. 

In another study of Mahapatra and Sahu (1993), regression models such as Lintner‟s model, 

Brittain‟s Cash flow model have been applied on a sample of 90 companies which comprised of 

industries like cotton, paper, sugar, chemical electrical and general engineering for the period of 

12 years from 1977-78 to 1988-89. Unlike the earlier studies that found evidence in support of 

Lintner‟s model, the present study finds evidence in support of Brittain‟s cash flow model and 

the cash flow is considered as a major determinant of dividend, followed by net earnings.  

Bhat and Pandey (1994), in their application of Lintner‟s model in Indian Banking 

industry, concludes that current year net earnings after tax and the patterns of lagged dividends 

are the major determinants in dividend decisions of the banks. In Lee (1996)‟s analysis of the 

existence of long-term relationship between earnings and dividend of firms in S&P Index for the 
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year 1871-1992 with the help of Bivariate time-series model, it is found that Lintner‟s model 

holds good when target pay-out ratio is a task of permanent earnings. 

The work of Kaur (1997) in analyzing the determinants of corporate dividend policy of 

100 Indian companies belonging to industries like Chemical, Metals and Alloys, Electrical and 

Engineering. Using multiple linear regression model, he has examined the validity of known 

dividend models and concluded that Lintner‟s model is well applicable in the selected 

companies. Pandey and Bhatt (2004) conducted a study under the monetary policy restrictions 

on dividend behaviour of 571 manufacturing firms for the period 1989-1997. The study 

concludes that the model is well suited in the selected firms and discloses that majority of the 

Indian firms have set lower target ratios and higher adjustment factors. 

Bodla et. al. (2006) attempted a cross-sectional analysis for the year 1996 to 2006 to re-

examine the applicability of Lintner‟s dividend policy of 33 banks including Public and Private 

Sector Banks in India. The results are found in line with the Lintner‟s basic model and concluded 

that the model is relatively well in explaining the dividend behaviour of Indian banks. In the 

study of George and Kumudha (2006) with reference to Lintner‟s model in the Hindusthan 

Construction Co. Ltd., they have established that present earnings play the vital role in 

determining the dividend payouts. The study shows that there exists a positive relationship 

between current year‟s dividend per share and current years earning per share and previous year 

dividend per share. 

In the study of Shaveta et al. (2009), it is discovered that the basic Lintner‟s model holds 

good fit in the selected Indian companies. Sudhahar and Saroja (2010), in their analysis of 

dividend policy of banks in India which are listed in Bombay Stock Exchange from 1997-98 to 

2006-07, found out that Brittain‟s explicit depreciation model is found to be the best model in 

explaining the dividend policy of the banks.  

Parasuraman et al. (2012), in their study, proved that Lintner‟s model holds good in 

explaining the dividend behaviour in case of SENSEX firms. Dividend payout decision of the 

firms depends on the factors like present earnings, previous year dividends, current year 

depreciation and capital expenditure. Sumninder and Prabhjot’s (2012) cross-sectional 

regression study discloses that Lintner„s model and Dobrovolsky„s model are found best fit in 
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case of Indian Manufacturing MSMEs. The results of fixed effect firm model of Panel regression 

analysis shows that Lintner„s model, Britain„s first model and Darling„s model are fitted 

significantly in case of Indian manufacturing MSME„s. Acharya and Mahapatra’s (2012) 

study reveals that the impact of profit after tax on current year dividend is more than the lagged 

dividend.  

OBJECTIVES OF THE STUDY  

The research work was aimed at achieving the following objectives: 

 To examine the applicability of Lintner‟s basic dividend model, as well as the 

applicability of extended version of Lintner‟s model in Public and Private sector banks in 

India.  

 

HYPOTHESES 

In the course of analysis, the following hypotheses have been proposed to be tested with the help 

of the sample data.  

H1: Current year dividend payment is positively related to current year earnings after tax 

and dividend paid in the previous year. 

H2: Current year dividend payment is positively related to current year free cash flow and 

lagged dividend 

H3: Current year dividend payment is positively related to net current earnings after tax, 

lagged dividend and depreciation. 

H4: Current year dividend payment is positively related to net current earnings after tax, 

previous year profits, depreciation and inversely related to changes in sales in period „t‟ over the 

preceding two years. 

 

RESEARCH METHODOLOGY  

For the purpose of the study, only final cash dividends are considered. The alternate options for 

dividend payment such as stock dividends, stock splits, stock repurchases have not been taken 

into consideration. Likewise, the interim dividends paid by the banks have also not been taken 

for the study as all the selected Public and Private Sector Banks have not declared interim 

dividends during the study period.  

 

ISSN NO: 0975-6876

http://cikitusi.com/

CIKITUSI JOURNAL FOR MULTIDISCIPLINARY RESEARCH

Volume 6, Issue 5, May 2019 90



SAMPLING DESIGN AND SOURCE OF DATA 

Presently there are more than 100 commercial banks operating in India. The study is concerned 

with 41 banks, comprising 26 Public Sector Banks and 15 Private Sector Banks constitute the 

sample in this study (Exhibit I). The sample Public Sector Banks have been chosen on the basis 

of purposive sampling rather than taking the whole popularity into account. The reference period 

for the present study is for a period of 11 years from the year 2006-2007 to 2016-17. The banks, 

which have the complete data for ten years period that also fulfill the following criteria were 

included in the sample.  

The present paper is of analytical nature and secondary data has been used for the purpose of 

study. The related secondary data are collected from CMIE database „prowess‟ and RBI official 

website. Journals like The Banker, Indian Journal of Commerce, Management Accountant, the 

Indian Banker, Chartered Accountant, Business Today, Business India, Finance India have also 

been referred to obtain the relevant information. 

 

Exhibit I: Sample Banks Taken for Study 

S.No. Public Sector Banks S.No. Private Sector Banks 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

15. 

Allahabad Bank 

Andhra Bank 

Bank of Baroda 

Bank of India 

Bank of Maharashtra 

Canara Bank 

Central Bank 

Corporation Bank 

Dena Bank 

IOB 

IDBI Bank 

Indian Bank 

Oriental Bank 

Punjab & Sind Bank 

Punjab National Bank 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

12. 

13. 

14. 

15. 

Axis Bank 

City Union Bank  

Dhanalakshmi Bank 

Federal Bank 

HDFC Bank 

ICICI Bank 

Indus Ind Bank 

J& K Bank 

Karnataka Bank 

Karur Vysya Bank 

Kotak Mahindra Bank 

Lakshmi Vilas Bank 

RBL Bank 

South Indian Bank 

Yes Bank 
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16. 

17. 

18. 

19. 

20. 

21. 

22. 

23. 

24. 

25. 

26. 

S B T 

St Bk of Bikaner 

St Bk of Hyderab 

St Bk of India 

St Bk of Mysore 

St Bk of Patiala 

Syndicate Bank 

UCO Bank 

Union Bank  

United Bank 

Vijaya Bank 

 

TOOLS USED 

The reexamination of applicability of Lintner‟s model and its extended version, Basic Lintner 

model, the extended version of Lintner model such as Brittain‟s cash flow model, Brittain‟s 

explicit depreciation model and Darling‟s model were used for measuring the determinants of 

corporate dividend policy. These models are: 

Lintner’s Model 

DIVt =a0+ a1PATt + a2 DIVt-1 + e 

Brittain’s Cash Flow Model 

DIVt =a0+ a1FCFt + a2 DIVt-1 + e 

Brittain’s Explicit Depreciation Model 

DIVt =a0+ a1PATt + a2DIVt-1 + a3 DEPt +e  

Darling’s Model 

DIVt =a0+ a1PATt + a2 PATt-1+ a3 DEPt + a4   SALt + e  

Where,  

DIVt = Total equity dividend in period „t‟ 

DIVt – 1 = Total equity dividend in period „t-1‟ 

PATt = Net current earnings after tax in period „t‟ 

PATt – 1 = Net earnings after tax in period „t-1‟ 

DEPt = Current year depreciation and amortization in period „t‟ 
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   SALt= Current year change in sales over the preceding two years and    

e = error term  

 

APPLICATION OF DIVIDEND MODELS  

 

The result of the regression analysis based on the basic known models Lintner‟s model, 

Brittain‟s Cash Flow model, Brittain‟s Explicit Depreciation model and Darling‟s model in case 

of Public Sector Banks, Private Sector Banks are as follows 

 

1. Examining Applicability of Dividend Models in Public Sector Banks in India 

 

Table 1:  Public Sector Banks in India :  Regression results based on Lintner’s, 

Brittain’s Cash Flow, Brittain’s Explicit Depreciation and 

Darling’s Dividend Model  

Explanatory 

Variables 

 

Lintner’s 

Model 

 

Brittain’s 

Cash Flow 

Model 

Brittain’s Explicit 

Depreciation 

Model 

Darling’s 

Model 

Intercept 0.821 

(0.309) 

0.832 

(0.307) 

0.535 

(0.303) 

1.833 

(0.345) 

Current Year Profit 

After Tax (PATt) 

0.032** 

(6.921) 

- 0.020** 

(3.941) 

0.052** 

(5.438) 

Last Year Profit 

After Tax (PATt–1) 

- - - -0.036** 

(-3.771) 

Current Year Free 

Cash Flow (FCFt) 

- 0.032** 

(7.235) 

- - 

Last Year Dividend 

(DIVt–1) 

0.631** 

(14.980) 

0.612** 

(14.279) 

0.541** 

(12.172) 

- 

Current Year 

Depreciation 

(DEPt) 

- - 0.320** 

(4.879) 

0.505** 

(6.598) 
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Change in Sales in 

Three Years 

(∆SALt0– t2) 

- - - 0.015** 

(5.852) 

R
2
 0.838** 0.839** 0.851** 0.790** 

Adjusted R
2
 0.837 0.838 0.849 0.787 

* Significant at five per cent level ** Significant at one per cent level 

Figures in brackets are„t„value for estimated coefficient. 

 

From the above analysis, it can be observed that all the dividend models are fitted significantly. 

The explanatory variables in the Lintner‟s, Brittain‟s Cash Flow, Brittain‟s Explicit Depreciation 

and Darling‟s Models determine 83.8%, 83.9%, 85.1% and 79.0%, respectively, of the variation 

in dividend policy decision of the Public Sector Banks in India. However, while comparing the 

explanatory power of various dividend models, Britain„s Explicit Depreciation model with the 

explanatory variables such as Current year Profit After Tax, Lagged Dividend and Current Year 

Depreciation is higher with 85.1%, followed by Brittain„s Cash flow, Lintner‟s and Darling 

models respectively. It can also be noted that, all the variables in the entire models are found to 

be positive and significant except lagged profit which shows negative sign in the application of 

Darling‟s Model. From the above analysis, it can be concluded out that Brittain‟s explicit 

depreciation model is found to be the best model fitted significantly. Therefore, it is concluded 

that last year divided followed by current year depreciation and current year profit after tax are 

the major determinants of dividend policy of Public Sector Banks in India. 

  

2. Examining Applicability of Dividend Models in Private Sector Banks in India 

 

Table 2: Private Sector Banks in India :  Regression results based on Lintner’s, 

Brittain’s Cash Flow, Brittain’s Explicit Depreciation and 

Darling’s Dividend Model 

Explanatory 

Variables 

 

Lintner’s 

Model 

 

Brittain’s 

Cash Flow 

Model 

Brittain’s Explicit 

Depreciation 

Model 

Darling’s 

Model 

Intercept 1.204 0.955 0.342 -0.245 
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(0.548) (0.554) (0.641) (0.689) 

Current Year Profit 

After Tax (PATt) 

0.062** 

(5.544) 

- 0.064** 

(5.859) 

0.044** 

(3.109) 

Last Year Profit 

After Tax (PATt–1) 

- - - 0.056* 

(2.253) 

Current Year Free 

Cash Flow (FCFt) 

- 0.063** 

(5.713) 

- - 

Last Year Dividend 

(DIVt–1) 

0.540** 

(7.897) 

0.510** 

(7.223) 

0.381** 

(3.766) 

- 

Current Year 

Depreciation 

(DEPt) 

- - 0.440* 

(2.081) 

0.404 

(1.634) 

Change in Sales in 

Three Years 

(∆SALt0– t2) 

- - - 0.026** 

(2.908) 

R2 0.694** 0.696** 0.703** 0.705** 

Adjusted R2 0.690 0.693 0.698 0.697 

* Significant at five per cent level ** Significant at one per cent level 

Figures in brackets are „t„ value for estimated coefficient. 

 

From the above analysis, it can be observed, the explanatory variables in the Lintner‟s, Brittain‟s 

Cash Flow, Brittain‟s Explicit Depreciation and Darling‟s Models determine 69.4%, 69.6% 

70.30% and 70.50% of the variation in dividend policy decision of the Private Sector Banks in 

India. In the comparison of explanatory power of various dividend models, Darling Model with 

the explanatory variables such as Current year Profit After Tax, Previous Year Profit After Tax, 

Depreciation and Changes in Sales is higher with 70.50%, followed by Brittain‟s explicit 

depreciation model with 70.3%. 

It can also be observed that, all the explanatory variables such as Current Year Profit After Tax, 

Last Year Profit After Tax, Current Year Depreciation, Change in Sales are found positive and 
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significant in determining the dividend behaviour pattern of the private sector banks in India. 

Hence, it can be concluded that Darling‟s model with 70.5% is found to be the best model fitted 

significantly. Therefore, current year depreciation is the major dividend determinant followed by 

last year profit after tax, current year profit after tax and change in sales in case of private sector 

banks in India. 

CONCLUSION  

The Study concludes that all the dividend models are fitted significantly. It can also be found 

that, in case of Public Sector Banks in India, Brittain‟s explicit depreciation model is found to be 

the best model fitted significantly. Last year dividend followed by current year depreciation and 

current year profit after taxes are the major determinants of dividend policy of Public Sector 

Banks in India. However, in case of Private Sector Banks in India, Darling‟s model is found to 

be the best model fitted significantly. It is concluded that current year depreciation is the major 

dividend determinant followed by last year profit after tax, current year profit after tax and 

change in sales in case of private sector banks in India. 

REFERENCES: 

Journals and Books  

1. Acharya P. N. and Mahapatra R. P. (2012), “Validity of Lintner's Dividend Behaviour 

Model In Indian Banking Sector: An Empirical Analysis”, Management Insight, Vol. 

VIII, No.1; June 2012 

2. Bhat R and Pandey I M (1994), “Dividend Decision: A Study of Managers‟ Perceptions”, 

Decision, Vol. 21, pp. 67-86. 

3. Black, F. (1976), “The Dividend Puzzle”, Journal of Portfolio Management, Vol. 2, No. 

2, Winter, pp. 5-8. 

4. Bodla B.S., Pal Karam, Sura S Jasvir (2006), “Examining Application of Lintner‟s 

Dividend Model in Indian Banking Industry”, The ICFAI Journal of Bank 

Management.vol.6 no.2, pp.41-58.Brealey, R.A. and Myers, S.C., “Principles of 

Corporate Finance”, Irwin/McGraw-Hill,Boston, MA, 2002. 

5. Brittain J A (1964), “The Tax Structure and Corporate Dividend Policy”, American 

Economic Review, Vol. 54, pp. 272-287. 

ISSN NO: 0975-6876

http://cikitusi.com/

CIKITUSI JOURNAL FOR MULTIDISCIPLINARY RESEARCH

Volume 6, Issue 5, May 2019 96



6. Brittain, J. A. (1966). Corporate Dividend Policy. Washington, D.C.: The Brooking 

Institution. 

7. Darling, P.G., (1957): The Influence of Expectations and Liquidity on Dividend Policy, 

Journal of Political Economy, Vol.65, pp209-224. 

8. Fama E F and Babiak H (1968), “Dividend Policy: An Empirical Analysis”, Journal of 

the American Statistical Association, Vol. 63, No. 324, pp. 1132-1161. 

9. Krishnamurthy, K., and Sastry, D.V., "Some Aspects of Corporate Behaviour in India : A 

Cross-Section Analysis of Investment, Dividends, and External Finance for the Chemical 

Industry, 1966-67," Indian Economic Review, October 1971. 

10. Lintner,J.,(1956); Distribution of Incomes of Corporations among Dividends, Retained 

Earnings and Taxes, American Economic Review, May, Vol.61,pp97 -113. 

11. Mahapatra, R.P. & P.K. Sahu (1993). A note on determinants of corporate dividend 

Behaviour in India – An Econometric Analysis Decision. 20(1), January-March, pp. 1-22. 

12. Purnanandam. J.;' and Rao, K.S. Hanumantha, "Corporate Dividends and Target Payout 

Ratios in the Indian Cotton Textile Industry, 1946-63," Journal of Industrial Economics, 

November 1966. 

13. Sudhahar, M., and Saroja, T., (2010), “Determinants of dividend policy on Indian banks: 

An empirical analysis”, The IUP journal of Bank Management, Vol. IX, No.3, pp 63-75. 

 

ISSN NO: 0975-6876

http://cikitusi.com/

CIKITUSI JOURNAL FOR MULTIDISCIPLINARY RESEARCH

Volume 6, Issue 5, May 2019 97


