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Abstract

Purpose: The aim of this study is to analyze the influence of
liquidity and risk on dividend policy in the nepalese banking
sector, with a specific focus on examining the mediating role of
investment in the relationship between liquidity and risk and
the dividend policy.

Methods/Design: The study uses a questionnaire survey,
gathering 356 responses from bank managers in Nepal
representing various banking categories. It adopts a descriptive
and correlational research design, incorporating regression
analysis and structural equation modeling (SEM) using AMOS
to achieve its objectives.

Findings: The results indicate that investment significantly
mediates the relationship between liquidity, risk, and dividend
policy. Specifically, firms with higher liquidity and greater
risk are more likely to invest in profitable projects, which are
expected to lead to increased profit distribution within the
banking sector in the future.

Implications/Limitations: These insights are valuable for both
financial managers and policymakers in the Nepalese banking
sector. However, the study is limited to the banking sector in
Nepal and may not generalize to banks in other regions or
financial systems.

Originality: This study provides a unique perspective on
the interaction between company risk and dividend policy
in Nepalese banks, filling a gap in the literature on risk
management and shareholder value within the context of
emerging economies.

Keywords: : Corporate risk, Dividend policy, investment,
Liquidity, profitable project
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Introduction

The decision regarding dividend policy is one of the most critical aspects of corporate financial
management, influencing shareholder wealth and signaling a company’s financial health (Hakeem &
Bambale, 2016). When a firm prioritizes new investment opportunities, dividends may take a back seat,
leading to a higher retention ratio and more cash allocated to investments. This duality underscores the
complex relationship between liquidity, investment priorities, and a firm’s payout policy. Mohanasundari
(2016) states that dividend policy is the set of guidelines or standards it follows to when determining the
percentage of its profits that it will distribute to shareholders. However, the decision to pay dividends is
a crucial one for a firm, as declared dividends create an obligation that is difficult to reverse (Theiri et al.,
2023). Several factors influence dividend payments, including investment decisions, liquidity position,
market uncertainty, firm size, and corporate governance. Balancing these factors is essential for aligning
shareholder interests with long-term financial growth.

Dividends are typically distributed in cash, though companies may also issue stock dividends, providing
shareholders with additional shares in the company. When determining the portion of earnings to
distribute to shareholders, management relies on dividend guidelines to inform their decision (Farooq et
al., 2022). The cash position of a firm is positively associated with its likelihood of paying dividends, as
firms with higher liquidity are more inclined to distribute earnings to shareholders. Increased liquidity
strengthens a firm’s cash reserves, and correlates with more active markets for its stocks, facilitating
dividend policy (DeAngelo, DeAngelo, & Stulz, 2006). As indicated by Khan et al. (2016), and Abor
and Bokpin (2010), dividend policy is a crucial component of corporate finance, and it has real-world
consequences for various businesses and stakeholders, including investors, managers, and lenders. They
evinced that companies that are doing well and making more profit have several strategies for making
better use of their earnings.

Shahwan (2018) states that the choice of an investment involves making decisions about how much
money to spend on both short- and long-term goals, as well as how to allocate funds from both internal
and external sources of funding. Investment decisions are one of the factors that affect the value of the
company. The company's assets show how money are used for long-term investments, while current
assets show how funds are used for short-term investments.

Ekonomi et al. (2013) highlighted that investment decision-making is one of the crucial tasks of financial
management, which involves giving away cash to a business in various ways to reduce the cost of capital
for the enterprise in the future. The choice made regarding investments is an essential component of the
business's finances. The more carefully an investment is chosen, the higher the hopes for achieving a high
rate of return. Investors' perceptions of a firm might be influenced by its dividend policy (Retno Giansari
& Agung Guritno, 2022).

Ahmed (2015) describes liquidity dividends as funds readily available for distributing dividends to
shareholders in the short term. A business' liquidity depends on the organization's ability to convert
its assets into cash to meet debt or other obligations. Consequently, dividend-paying equities could be
preferred by investors with present or projected future cash needs. The higher the liquidity, the higher
the firm's value. High cash capability will impact the ability of short-term liabilities of the firm and have
a positive impact on the value of the firm (Juhandi et al., 2019).
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Similarly, Griffin (2010) states that the link between liquidity and dividend policy on a global level focuses
on how a firm's stock liquidity influences its dividend distribution decisions to investors. It identifies that
in some instances, there exists an inverse correlation between stock liquidity and the dividend disbursed.
This may indicate that dividends sometimes offset reduced stock liquidity.

Damayanti and Sucipto (2022) highlighted the impact of profitability, liquidity, and leverage on company
value, with dividend policy serving as a mediator. The findings of this study demonstrate that liquidity
negatively and significantly impacts dividend policy, which fails to mediate the relationship between
profitability and company value; moreover, liquidity has no direct influence on firm value via dividend
policy.

Lumempow (2017) states that a company's liquidity is determined by the size of its current assets—assets
that can be quickly converted into cash, such as cash holdings, securities, receivables, and inventories.
Liquidity reflects a company's ability to provide cash or cash equivalents as needed. A low Current Ratio
indicates that the firm is not actively managing its finances, which might lead to a decline in profitability.
On the other hand, a low Current Ratio indicates that the market price of the company's shares is going
down.

Gunawan and Tobing (2018) describe a business distributing dividends based on the explanatory factors
of investment opportunity, profitability, and liquidity, as well as to ascertain the accuracy rate of classifying
enterprises that pay dividends vs those that do not base on these characteristics. This study derives two
conclusions. Investment opportunities, profitability, and liquidity positively influence a firm's capacity
to distribute dividends. The accuracy rate for categorizing companies into dividend-paying and non-
dividend-paying groups, based on the explanatory factors, is 87.1%.

Liquidity ensures the availability of sufficient cash flow to meet immediate obligations, directly affecting a
firm's capacity to pay dividends. Similarly, risk, encompassing both operational and financial dimensions,
influences the firm's stability and willingness to commit to consistent dividend payments. However,
these relationships are rarely straightforward because the investment opportunities often mediate the
dynamics between liquidity, risk, and dividend policies. Firms with abundant liquidity and low risk
may prioritize reinvesting earnings in profitable ventures, while others may opt to reward shareholders
through dividends to maintain investor confidence. Thus, liquidity plays a significant role in investment
decisions by indicating the firm’s cash availability; higher liquidity can increase the firm’s confidence in
making investments (Amihud & Levi, 2023). Risk, another component of uncertainty, encourages more
careful capital deployment, leading to more prudent investment choices (Obenpong Kwabi et al., 2024).
According to the residual theory of dividends, businesses frequently decide to reinvest profits back into
the company due to the pressure on them to pay dividends, which is influenced by the customer effect.
Until the board formally declares a dividend, these retained earnings remain part of the company, and
shareholders have no claim on them. It’s worth noting that the announcement of dividends typically has
a short-term impact on the company’s share price (Seneque, 1978). The signaling theory of dividend
argues that when management proposes an increased dividend in a company, it indicates their trust in
the company's favorable clients, hence suggesting the possibility for the firm to keep paying a significant
payout in the future. When a company raises its dividend and can sustain it, it gives a positive signal to
investors and motivates them to purchase the shares.
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Despite the extensive literature on dividend policy, the interplay between liquidity, risk, and investment
as a mediating factor remains underexplored, particularly in the context of Nepalese commercial banks.
This study aims to bridge this gap by examining how liquidity and risk influence dividend policy, with
investment acting as a mediating variable. By shedding light on these interdependencies, the research
contributes to a nuanced understanding of corporate decision-making and offers practical insights for
managers, policymakers, and investors.

Therefore, this study seeks to investigate how corporate risk and liquidity affect the dividend policies of
banks in Nepal, with investment as a mediating factor. By addressing this gap, we aim to provide a deeper
understanding of how risk and liquidity, mediated by the investment, can influence the payout policy of
the firm.

Literature review and hypotheses development

In this study, investment is posited to mediate the relationship of liquidity and risk with dividend policy.
Our study assumes a positive effect of investment on dividend policy. The signaling theory of dividend
policy of the firm stands as the theoretical underpinning for our assumed model. Signaling theory implies
the accuracy of prediction of dividends with various factors. Firm’s internal resources that support to
have positive payout policy of the firm. Based on the aforementioned discussion, the following theoretical
framework has been developed. The framework illustrates the relationship between endogenous and
exogenous variables with mediating variable of investment for the objective of determining whether the
liquidity and risk affect the corporate dividend policy directly and with mediating variable investment.
The proposed conceptual model is illustrated in Figure 1.

Figure 1

Conceptual framework

Risk

\/

Investment Dividend Policy

Liquidity

Relationship of risk with investment and dividend policy

Efni, (2017), the study examines the mediating role of investment decisions and financing decisions in
the relationship between corporate risk and dividend policy, and its impact on corporate value. This
research focuses on the corporate assets and real estate sectors listed on the Indonesia Stock Exchange for
a continuous period of 9 years (2001-2008) and have complete financial reports for the whole

138 The International Research Journal of Management Science



The International Research Journal of Management Science Vol. 9 No.1 Decemb er 2024 | ISSN(P)2542-2510 | ISSN(E)2717-4867

study period. This research study applies descriptive analysis and inferential statistics to investigate the
relationship between the study variables utilizing five structural models in WarpPLS. This study aims
to examine the relationships between variables and identify the direct or indirect impact of a collection
of independent factors (exogenous) on the dependent variable (endogenous). The company's risk and
investment decisions have the potential to enhance the company's value, whereas the dividend policy
and funding decisions do not have the same potential. This study was conducted specifically in the
property and real estate sectors, and it would be beneficial to further develop this study for other sectors
with specific features. The uniqueness of this research lies in the fact that the study focused on companies
in the property and real estate industries, with particular criteria. The data utilized in this study were
secondary data gathered from the Indonesia Stock Exchange in the form of financial statements.

Malik et al., (2013) indicate that there is a positive relationship between liquidity, leverage, earnings per
share, and size with dividend policy, based on panel data from 100 financial and non-financial firms
between 2007 and 2009. The findings obtained from estimating the probit model indicate that factors
such as risk and investment have a negative influence on firm’s paying capacity.

Mazouz etal. (2023) suggest that the decrease in liquidity risk linked to dividend policy is more substantial
for firms with weaker governance and limited transparency. They also observe that uncertainty results in
a greater rise in systematic liquidity risk for firms that pay little to no dividends. Conversely, some studies
indicate that firms facing higher business risk may engage in strategic investments to capitalize on growth
opportunities, thus potentially increasing investment in risky environments. For instance, McConnell
and Muscarella (1985) found that firms with growth opportunities may increase investments despite the
associated risks, aiming to maximize shareholder value in the long run. Chay and Suh (2009) argue that
firms in riskier markets may pay higher dividends to signal financial stability to investors, which can
enhance investor confidence and reduce information asymmetry. Based on the aforesaid discussion, it is
developed the following hypotheses:

H1: Risk has a positive effect on investment and dividend policy
H2: Investment has a positive effect on dividend policy
H3: Investment mediates the relationship of risk and dividend policy

Relationship of liquidity with investment and dividend policy

Althov Feizal etal., (2021) investigated the impact of profitability, leverage, and liquidity on dividend policy
for building companies for the period of 2014-2019. The findings revealed that profitability, leverage, and
liquidity have positive impact on dividend distribution. A study by Fama and French (2001) suggests that
firms with profitable investment opportunities are more likely to pay dividends. They argue that firms
with high growth prospects and the ability to generate substantial cash flow from investments are more
likely to distribute dividends, as they are confident in their future earnings. Grullon and Michaely (2002)
show that firms with strong investment opportunities, particularly in high-growth sectors, may increase
dividends to signal financial strength and stability to shareholders. This indicates a positive relationship
between investments (especially in growth opportunities) and the likelihood of dividend payouts, as
firms seek to balance reinvestment in profitable opportunities with the desire to reward shareholders.
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Similarly, Chen et al. (2014) investigates how investment decisions in firms with high-growth
opportunities affect their dividend policies. They find that firms investing heavily in capital expenditures
or acquisitions tend to link their dividend payouts with positive earnings prospects, thereby strengthening
the relationship between investment decisions and dividend payouts. However, Griffin, (2010) reveals
that in certain circumstances, there exists an inverse correlation between stock liquidity and the dividend
size distributed which may indicate that dividends sometimes balance reduced stock liquidity.

A study by Adhikari (2014) suggests that investment decisions in Nepalese companies can positively
affect dividend policies. Firms with profitable investment opportunities are likely to pay dividends to
signal financial strength and stability, as they have sufficient cash flows to reinvest and distribute to
shareholders. This supports the view that strong investment opportunities can encourage higher dividend
payouts in Nepalese companies, as firms seek to balance reinvestment with shareholder rewards. In a
broader sense, studies on emerging markets, including Nepal, often find that firms with strong investment
opportunities and adequate liquidity are better positioned to offer dividends. Firms with high growth
prospects may maintain dividends to reassure investors, while good liquidity ensures that the firm can
afford these payouts without sacrificing future investments.

Silwal and Napit (2019) found that dividend yield has a positive impact on stock prices in Nepal,
highlighting the pivotal role of dividend policy in shaping market valuations and investor confidence.
This relationship emphasizes the importance of understanding the factors influencing dividend policy,
particularly liquidity and risk, which determine a firm's ability and willingness to distribute earnings to
shareholders. Furthermore, investment decisions often mediate this dynamic, as firms must balance the
retention of earnings for growth opportunities with the distribution of dividends to meet shareholder
expectations. By examining how liquidity and risk affect dividend policy through investment, we extend
his findings, exploring the underlying mechanisms that link financial health and strategic decision-
making to broader outcomes like stock performance.

While these studies do not directly provide conclusive evidence of a strong, universally positive
relationship, they do indicate that both investment and liquidity play important roles in shaping dividend
policies in Nepalese firms. The general trend suggests that firms with profitable investment opportunities
and strong liquidity positions are more likely to distribute dividends, reflecting financial stability and the
ability to balance shareholder returns with growth initiatives.

Based on these discussions, we developed the following hypotheses:
H4: Liquidity has a positive effect on investment and dividend policy

H5: Investment mediates the relationship of liquidity and dividend policy

Methods

The research uses a descriptive and causal comparative research design. The variable of Dividend Policy
(DP) is considered as dependent, whereas the variables of Risk, Investment, and Liquidity are considered
as independent. The survey was conducted using convenient sampling methods.
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For this research, data were collected from 20 commercial banks, 17 development banks, 17 finance
companies, and 57 microfinance companies available as of mid-July 2024. To understand each company’s
dividend policy, we reached out to the relevant departments by phone and email. On average, each
company had two finance managers, one CFO, and one finance director, resulting in a total of 444
managers across these companies, representing the study population.

Based on this population, four questionnaires were distributed to the human resources department of
each company, requesting the HR manager to facilitate distribution among finance managers. A follow-
up email was sent to each HR manager one week later to encourage participation. After repeating this
follow-up process a couple of times, a total of 370 responses were received, of which 14 were incomplete,
resulting in 356 valid responses for analysis. Thus, with a response rate of 80% (356 out of 444), the
sample is considered representative of the entire population.

In structural equation modeling, power analysis is utilized to determine the appropriate sample size for a
study. This analysis requires inputs such as the number of observed and latent variables in the model, the
expected effect size, and the desired probability level and statistical power. Due to its ability to calculate a
study-specific minimum sample size based on these variables, power analysis is considered more reliable
than general online sample size calculators. Following this approach, our study necessitates a sample
size of 10:1 ratio for responses to the sum of number of items on the scale and parameters (Costello
& Osborne, 2005). With 356 collected responses, our sample exceeds this requirement, confirming its
adequacy and representativeness for the study. Previous studies, including those by Valaei and Jiroudi
(2016), Balaji and Roy (2017), Dedeoglu et al. (2018), Yadav et al. (2019), and Kuvaas et al. (2020), have
also used A-priori sample size calculations in their structural equation models. Furthermore, Graham
and Harvey (2001) propose that a 9% response rate is sufficient for comparable studies, while Gitman
(1998) considers a 12% response rate to be adequate. Based on this analysis, the achieved response rate
of 80% is more than sufficient for the study's analysis.

Further, the research questions of the questionnaire were designed to gather particular information
related to the study subject. To enhance the reliability of the questionnaire, a variety of forms were used,
including The Likert Scale is used to measure their responses. Questionnaires are used on the scale of 1
to 5 (1- strongly disagree, 2- disagree, 3-neutral, 4- agree, 5-strongly agree).

Validity and reliability test

With regard to construct validity, as recommended by Hair et al., (2010), exploratory factor analysis
and confirmatory factor analysis were employed to assess construct validity. Thus, EFA was performed
to identify whether items measuring each construct loaded into one or more factors or dimensions.
Besides, CFA, constructed from Structural Equation Modeling (SEM), was also used to confirm the
unidimensionality of measurements that resulted from EFA, since it is rigorous test of unidimensionality
(Graver & Mentzer, 1999). For the assessment of EFA, sample adequacy test, Barlett’s test were conducted
as suggested by (Hari et al., 2010). Table 1 reveals the mean value of KMO and Bartlett's Test is 0.771,
which is considered statistically significant at a level of significance of 0.000. It indicates the data is
suitable for further study in the factor analysis. The study computed Cronbach's alpha to assess internal
consistency, yielding a value of 0.836 This result indicates that the items measured on the Likert scale
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meet the required standards, as it exceeds the acceptable threshold of 0.70, confirming the reliability of
the constructs. The values of factor loading, KMO, Cronbach alpha, composite reliability, and average
variance extracted are shown in Table 1.

Table 1
Exploratory analysis for the dividend policy

The table presents summary statistics assessing the reliability of the data used in this study, which comprises
responses from 356 individuals across various banks in Nepal. It displays key indicators including factor
loadings, Cronbach's alpha, composite reliability, average variance extracted (AVE), the Kaiser-Meyer-
Olkin (KMO) measure, and the percentage of variance explained for the dependent variable.

Items Factor Loadings Alpha CR AVE KMO Eigenvalue (% of variance)
LIQ1 0.739

LIQ2 0.883 0.841 0.751 0.692

LIQ3 0.857

RISK1 0.573

RISK2 0.909 0.852 0.802 0.583

RISK3 0.748 0771 2 889
RISK4 0.777 sig =0.00 (67.574%)
DIVS 0.784

DIV6 0.868 0.672 0.751 0.542

DIV7 0.511

INV1 0.839

INV2 0.77 0.693 0.753 0.664

INV4 0.828

Table 1 displays explanatory factor analysis. The values of Liquidity, Risk, Dividend Policy and Investment
are at the standard level. All values are greater than 0.6 except RISK1 and DIV7. This values also accepted
as (Dutta & Mandal, 2018) states individual standardized factor loadings (regression weights) should
be at least .5, and preferably .6. The lowest loading obtained is .573 and .511, linking Risk (RISK1) and
Dividend Policy (DIV7). Two additional loaded file estimates are marginally below the .6 benchmark.
The construct reliabilities and the average variance extracted estimations are also shown in Table 3. AVEs
are greater than 0.50 and CRs are greater than 0.80 are better for validity test, however, CRs greater than
0.70 also acceptable (Hair et al., 2010). To meet the threshold value for factor loading, 14 items were
removed, leaving 13 items retained. The retained items and their respective loadings are presented in
Table 1.

Data analysis

Data analysis was conducted using Structural Equation modeling with the main analysis tools being
descriptive, correlational and regression analysis. This research aimed at finding out the impact of
corporate risk on firm’s dividend policy and mediating impact of investment.
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Respondent profile

A study was undertaken among financial managers to determine the main variables impacting the
dividend policy of banking sector in Nepal. To gather valuable insights on corporate risk and dividend
policy, questionnaires were distributed to managers. The initial section of the questionnaire gathered
general background information about the respondents. Following that, yes/no questions were included
to capture their perspectives on dividend policy. Additionally, statements based on previous studies
were included, with respondents asked to rate their agreement on a scale from 1 (strongly disagree) to 5
(strongly agree). As regards to respondents’ profile related to gender and position, the response is shown
in Table 2.

Table 2

Respondents Profile
Respondents Frequency Percent
Male 240 67.4
Female 116 32.6
Chief Financial Officer 36 10.1
Director and managers 320 89.9
Total 356 100

Table 2 describes that an extensive analysis of the gender distribution and the respondents’ positions in
the survey. A study was performed on the information collected to determine the gender distribution
among the participants in different positions. The findings indicated that out of the 356 respondents
116 were female, making up 32.6% of the overall participants, while 240 were male, making up 67.4% of
the total. Besides, 320 respondents are from financial directors and managers indicate that they are well
aware about bank’s dividend policy.

Result

This section displays the results of the empirical analysis to examine research hypothesis. Means,
standard deviation, and correlation coefficient among variables are shown in Table 3. The mean values
for the variables are as follows: 3.55 for liquidity, 4.47 for risk, and 3.53 for investment, indicating that
all variables, measured on a Likert scale, exceed the central value of 3. This suggests that each of these
variables is important for the firm's payout policy. The standard deviation ranges from 0.60 to 0.80,
indicating minimal dispersion, the correlation coefficient between investment and dividend policy is
0.422, which is statistically significant at the p < 0.05 level.
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Table 3
Descriptive and Correlational Analysis

The table presents summary statistics for firm characteristics based on a sample of 356 managers from
various banks and finance companies in Nepal. It includes the mean, standard deviation, and correlations
of these firm characteristics.

Measurement scale Mean SD 1 2 3 4
Liquidity 3.553 0.801 1

Risk 3.555 0.755 546%* 1

Div_Policy 3.479 0.648 .520%* 240%* 1

Investment 3.528 0.596 381%* 494%* A% 1

**Correlation is significant at 1 percent level of significance

Similarly, the correlation between liquidity and dividend policy has a value of 0.520 and is statistically
significant at a p<0.01 level. This correlation coefficient indicates a significant relation between the
dividend policy and liquidity.

Likewise, the correlation between risk and dividend policy has a value of 0.240 and is significant at
a p<0.01 level. All the correlation values are greater than 0.30 and less than 0.80, indicating that the
variables have moderate relationship among each other. Further, high correlation s usually raises the
concerns about the multicollinearity. Variance inflation factor (VIF) and tolerance values were reviewed
for independent variables with dividend policy ratio in regression model and results show that the
highest VIF value was 1.648 (tolerance value is 0.685) indicating that multicollinearity was not an issue
for this model (Hair et al., 2010). Besides, if the correlation coefficient between independent variables
is more than 0.8 then collinearity issue may raise. In this studys it is seen from the table that none of the
independent variable have correlations coefficients more than 0.8. Again, there is no issue of collinearity.

Hypothesis testing

In order to test the hypotheses, it was conducted a path model using AMOS and the results are shown
in Table 4 and Figure 2. Standardized regression weights exhibit that all five paths are significant. Results
show that LIQ-INV (=0.113, p< 0.05), RISK-INV (=0.411, p< 0.05), Investment-DIV (=0.401, p<
0.05), RISK-DIV (3=0.150, p< 0.05), and LIQ-DIV (f=0.162, p< 0.05) have significant positive impact
on their respective endogenous variable.

Table 4
Regression analysis

The table shows the hypotheses test of the variables used in this study. The variables liquidity, and risk are

independent variables, investment as a mediator and dividend policy is a dependent variable. The table
further shows the value of the beta coefficient, critical ratio, p-values, and hypotheses accepted and rejected.
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Estimate S.E. CR. P Hypotheses
Investment <---  Liquidity 113 .038 2.964 .003 Supported
Investment <--- Risk 411 .046 8.983 oAk Supported
Dividend <---  Investment 401 .044 9.044 ko Supported
Dividend <---  Risk 150 .042 3.541 oAk Supported
Dividend <---  Liquidity 162 .032 5.003 ok Supported

It may therefore be concluded that all of the exogenous variables have a positive and significant impact on
dividend policy. Additionally, liquidity and risk positively impact both investment and pay-out policy, with
investment itself also exerting a positive influence on pay-out policy. These results are also illustrated in
Figure 2. With this result, it is concluded that all of these five hypotheses are accepted.

Figure 2
Path Analysis
14
Ligquidity 1
Investment Dividend
-34 41
15
Risk

Mediating effect

The mediation effect was examined by treating liquidity and risk as independent variables, dividend policy
as the dependent variable, and investment as the mediating variable. The mediation analysis followed the
classical approach of Baron and Kenny (1986), focusing on the indirect effect. To assess mediation, we
employed both direct and indirect effects using bootstrap procedures with a bias-corrected bootstrap
confidence interval (95%). The results are presented in Table 5.

Table 5
Baron and Kenny Model 1986 classical approach

The table presents the mediation effect of investment on the relationships between liquidity and payout ratio,
as well as between risk and payout ratio. This analysis is based on responses from 356 financial managers
from Nepalese banks, with the effects detailed in the table.

Direct effect Indirect Total effect ~ Remarks
Effect
LIQ>INV>DIV 0.162%*%* 0.045%%* 0.207*** Hypothesis accepted since
indirect effect is significant
RISK>INV>DIV 0.150%** 0.165%** 0.315%** Hypothesis accepted since
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The results indicate that investment partially mediates the relationship between liquidity and dividend
policy, with statistically significant indirect effects (B = 0.045, p < 0.05). Similarly, investment partially
mediates the relationship between risk and dividend policy, as evinced by statistically significant indirect
effects (f = 0.165, p < 0.05). Based on these findings, hypotheses of mediation effect were accepted. The
result shows that while liquidity and risk directly influence dividend policy, a portion of their effects
is channeled through investment. This implies that investment decisions play a role in explaining how
liquidity and risk impact dividend policy but are not the sole factors.

The statistically significant indirect effects (B = 0.045 for liquidity, p = 0.165 for risk, both p < 0.05)
confirm that the mediation effect is meaningful. The strength of the mediation is stronger for the risk-
dividend policy relationship than for liquidity-dividend policy.

Companies with better liquidity or higher exposure to risk might influence their dividend policy by
making strategic investment decisions. For instance, high liquidity could enable more investment,
thereby indirectly shaping dividend policies. Similarly, risk might necessitate investment adjustments,
which, in turn, affect dividend distribution patterns.

In practice, this underscores the importance of incorporating investment strategies when formulating
dividend policies, especially for firms managing liquidity and risk.

Discussion

The primary objective of this study is to investigate the impact of liquidity and risk on dividend policy,
with investment serving as a mediating factor. The statistical analysis reveals a significant influence
of liquidity and risk on both the firm's investment decisions and its payout policy. From a theoretical
standpoint, these findings unequivocally establish that liquidity and risk are critical components that
enhance the firm's investment levels and payout ratios. Furthermore, the results confirm the hypothesis
that liquidity and risk affect dividend policy, with investment acting as a mediator in this relationship.
The findings reveal that liquidity plays a significant role in shaping dividend policy, aligning with the
studies of Althov Feizal et al. (2021), Ahmed (2015), and Gunawan & Tobing (2018). These studies
suggest that organizations with ample liquid cash are more likely to invest in potential projects, which
subsequently enhance firm profitability and allow for greater shareholder distributions. Additionally,
the study highlights a positive and significant relationship between risk and investment, indicating that
Nepalese managers tend to prioritize high-risk investment projects in pursuit of greater returns. They
further argue that high-risk projects yield higher returns, which are ultimately distributed as dividends
to shareholders. This underscores the importance of risk in shaping dividend policy, consistent with
Mazouz et al. (2023). Moreover, the findings indicate a positive and significant relationship between
investment and dividend policy, suggesting that Nepalese managers prioritize investments that generate
profits, leading to higher dividends. Investment also serves as a key linkage between liquidity, risk, and
dividend policy. The underlying assumption is that firms with higher liquid assets tend to allocate them
toward risky investments, thereby generating higher profits and dividends for shareholders. The results of
the mediation analysis reveal that investment partially mediates the relationship among these variables.
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Conclusion

The study concludes that liquidity, risk, and investment are significantly and positively associated with
dividend policy. To achieve its objective of examining the impact of corporate risk on a firm's dividend
policy, the research employed OLS regression analysis, focusing on the four key variables: risk, liquidity,
investment, and dividend policy. The findings demonstrate that liquidity, risk, and investment each, has
a statistically significant effect on dividend policy.

The comprehensive results underscore that risk, liquidity, and investment play a crucial role in shaping a
firm's dividend payments. This can be attributed to the straightforward and efficient mechanisms involved
in managing dividend distributions as an independent variable. Furthermore, investment exhibits a
partial mediation effect on dividend policy, suggesting that firms with robust investment strategies are
likely to realize higher future benefits, enabling them to adopt more generous payout schemes in the long
run.

Scope for future research

Despite the significance of this study, it has some limitations and directions for future research. First, this
research just uses a sample from the Banks of Nepal; therefore, the findings may not apply to a broader
population. This study utilized the convenient sampling technique, which comes with certain limitations.
However, employing a purposive sampling technique could offer deeper insights aligned with the study's
objectives, as targeting a specific group might yield more relevant and meaningful data. This presents a
novel research agenda for the future. In the future, any researcher who investigates a similar topic must
look into these parameters and attempt to conduct a large-scale survey to ensure that the results are more
relevant and applicable by increasing the variables, sampling size, and other areas. Future research could
also explore additional mediators or examine sector-specific differences to refine these insights.
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