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Extended Abstract

Introduction

As an essential term in economic literature, financial stability indicates a situation
where periodic financial crises do not threaten macroeconomic stability. Financial
stability in the economy is necessary to evaluate, identify and properly manage all
types of financial risks to achieve the highest economic efficiency; Therefore,
banks, as the main focus of financial stability, can prevent possible risks by
properly managing risks and controlling future events. Considering the
importance of cash dividend distribution, this research has investigated the impact
of dividend policy on the financial stability of banks. Considering the possible
effect of dividend distribution policies on the financial stability of banks, the lack
of studies in this field, and the importance of the financial stability of banks in the
monetary system of developing countries, it is essential to study this field. The
results of this research can effectively make optimal decisions by different
stakeholders such as managers, shareholders, and financial analysts. Considering
the importance of maintaining the financial stability of banks, these results can
help managers determine the optimal amount of dividends and adopt rational
policies for the distribution of cash dividends to provide a more accurate
prediction of future stock returns for shareholders and financial analysts. On the
other hand, the results can familiarize the shareholders and financial analysts with
the importance of paying attention to the cash dividend distribution policies as an
influential factor in banks' risk and financial stability, pricing bank shares, and
making investment decisions.
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Literature Review

The banking industry has vital importance in the national and global economy. As
a financial intermediary, it is responsible for collecting funds and financial
resources and allocating them to sectors that need liquidity. Therefore, they are
considered vital to the economy of any country (Safarzadeh et al., 2020).
Financial stability is one of the important concepts in the banking system, which
has received more attention in recent years as one of the goals of the economic
system of banks. As one of the main characteristics of successful economic
systems, financial stability indicates the level of resistance and stability of the
country's financial system against financial crises and economic shocks. So that
these financial systems can show flexibility in performing their main tasks, i.e.,
intermediation of financial resources, risk management, etc (Carlson et al., 2022).
After the financial crisis of 2008 in many Western economies and the subsequent
economic recession, this issue became one of the goals of the countries' central
banks. They realized that if they are not even directly responsible for maintaining
financial stability, they must be careful to maintain the proper functioning of
institutions and markets under the political system (Mirbagheri Hir et al., 2017).
Instability in financial markets through price bubbles will cause instability in
banks and the monetary system (lzadkhah et al., 2022). On the other hand,
shareholders, depositors, and creditors always evaluate their financial stability and
profitability to identify suitable investment opportunities. The rational policy of
dividend distribution has caused the continuation of the bank's activity and also
the increase of shareholders' wealth, and has a direct effect on the expectations of
shareholders regarding available cash sources, financing method, financial
structure, etc (Oktaviyanti and Purnawan, 2019). Therefore, dividend distribution
decisions are one of the important decisions of banks that can be effective on their
financial stability because these decisions determine the amount of money that
should be paid to investors and the amount of money that should be accumulated
for reinvestment. If the bank has paid cash dividends in the past years, reducing
or eliminating the amount of dividends may be a negative sign and a warning
factor about the future state of the bank for investors. Conversely, an unexpected
increase in the dividend rate can also convey a positive signal about the bank to
the market (Trinh et al., 2022). In general, dividend distribution is an influential
factor in the use of future investment opportunities of banks (Haghighat Monfared
and Saraeenia, 2011). Therefore, considering the importance of banks' financial
stability in developing countries’ monetary systems, the importance of studying
the effect of profit-sharing policies on the financial stability of banks is quite
apparent.

Research Methodology

In the current research, the impact of the dividend policy and the stability of this
policy on the financial stability of banks in the long and short term is investigated.
The statistical population included the banks admitted to the Tehran Stock



Exchange from 2012 to 2020, which consisted of 23 banks. The research variables
include financial stability as a dependent variable measured through the z-score
index and two variables of dividend policy and dividend stability as independent
variables. The research aims to investigate the effect of independent variables on
the dependent variable, so regression analysis based on combined data is the best
method to test research hypotheses. On the other hand, considering that the aim is
to investigate the long-term and short-term relationships between the dividend
policy and the financial stability of banks admitted to the stock exchange, and
since the dividend policy can affect the bank's financial stability with a time
interval (break), one of the best models for investigating the impact with a time
interval (interval) is the Vector Autoregressive Model (VAR) for investigating
long-term relationships and the vector error correction model (VECM) for
investigating short-term relationships. Therefore, the estimation of the vector
autoregressive model by the Johansen co-integration method was used to test
long-term relationships of variables, and the estimation of the vector error
correction model was used to test short-term relationships of variables.

Results

The results of the research hypotheses were obtained as follows:

In the first main hypothesis, the effect of dividend policy (dividend paid ratio,
earnings per share ratio, and accumulated profit ratio) on the financial stability of
banks in the long and short term was tested in the form of two sub-hypotheses. In
the first sub-hypothesis, the dividend policy's impact on banks' financial stability
in the long term was investigated. In order to investigate the effect of dividend
policy on the financial stability of banks in the long term, a vector autoregressive
model was used. Since in the vector autoregressive model, variables affecting
other variables must be entered into the model with a break, using the Akaike
Information Criterion (AIC), the optimal number of breaks equal to 2 units was
determined. Then, using the Johansen co-integration method, statistical
interpretation was made regarding the long-term relationships. The results showed
that at the 5% error level, the relationship between the dividends payout ratio
(DPR) to financial stability (ZSl) is positive and significant in the long term. Also,
the relationship between retained ratio (RER) and financial stability (ZSI) in the
long term is negative and significant. Therefore, the first sub-hypothesis was
confirmed at the 95% confidence level.

In the second sub-hypothesis, the vector error correction model was used to
investigate the short-term relationship between the dividend policy and the
financial stability of banks. The error correction model associated with the
estimated equilibrium equation of this hypothesis indicates that the adjustment
coefficient or the estimated error correction coefficient is equal to -0/33 and is
significant. It indicates that 33% of the imbalances in one period in this equation
are adjusted in the next period. In other words, if the financial stability variable of
banks deviates from its long-term equilibrium due to changes in dividends payout
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ratio and retained ratio, it is corrected on average after approximately three
periods. It gradually reaches its equilibrium level in the long term. Therefore, the
second sub-hypothesis of the research was also confirmed at a significance level
of 5%. Finally, the first main hypothesis was also confirmed according to the
confirmation of the first and second sub-hypotheses of the research.

In the second main hypothesis, the effect of the stability of the dividend policy
(inverse of the three-year standard deviation of dividends) on the financial
stability of banks in the long and short term was tested in the form of two sub-
hypotheses. First, the impact of the dividend policy's stability on banks' financial
stability in the short term was investigated using the vector autoregression model.
In the first step, optimal intervals were determined using the Akaike Information
Criterion (AIC) equal to 1 unit. Then, using the Johansen co-integration method
regarding long-term relationships showed that at the 5% error level, the
relationship between the stability of dividends stability (DS) and financial stability
(ZS1) in the long term was positive and significant. Therefore, the third sub-
hypothesis of the research was confirmed with 95% certainty.

In the last sub-hypothesis of the research, the effect of dividends stability on the
financial stability of banks in the short term was investigated using the vector error
correction model (VECM). The error correction model related to the estimated
equation showed that the error correction coefficient is significant and equal to
0/778, and it shows that almost 78% of the imbalances in one period are adjusted
in the next period. Therefore, the fourth sub-hypothesis of the research was
confirmed at a significance level of 5%. Finally, according to the confirmation of
the third and fourth sub-hypotheses of the research, the second main hypothesis
was also confirmed.

Discussion and Conclusion

Banks are recognized as the main focus of financial stability, and any failure to
perform supervisory activities by them or in the payment process will lead to
financial instability. On the other hand, shareholders, depositors, and creditors
always pay attention to the profitability evaluation of banks to identify favorable
investment opportunities. Therefore, maximizing profits and distributing cash
dividends are also very important issues that bank managers should consider.

Therefore, the results of testing the hypotheses of this research showed that the
dividends payout ratio has a positive and significant effect on the financial
stability of banks in the long term, and retained ratio also has a negative and
significant effect on the financial stability of banks in the long term. In other
words, banks that distribute more of their profits per share as cash dividends to
shareholders have more financial stability in the long term, which confirms the
theory of a bird in the hand regarding the dividend policy. Also, in the case of a
change in the dividends payout ratio, the financial stability will be out of balance
in the short term. It will reach balance in approximately three periods. Therefore,
since shareholders, creditors, and financial analysts in stock pricing models



consider profit distribution policies as an effective factor in banks' financial risk,
it is suggested that the bank managers reduce the financial risk and increase the
financial stability of the banks; it is suggested to the bank managers to reduce the
risk, after meeting the necessary liquidity needs, they should distribute a
significant part of the profit as a cash profit of the shares among the shareholders.
The final part of the research results also showed that dividend stability has a
positive and significant effect on the financial stability of banks in the long term.
Also, if the dividend policy changes, the financial stability will be out of balance
in the short term, reaching the balance in almost more than one period. Based on
these results and considering the importance of dividend distribution policies for
shareholders, creditors, and financial analysts, it is suggested that bank managers
adopt a specific and stable cash dividend distribution policy so that shareholders
and financial analysts can estimate the future returns from stocks with Predict
more accurately.
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