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Abstract:  

The aim of this study is to empirically examine the effect of corporate board characteristics and ownership structure on dividend 
payout decision in Bahrain. Ordinary least-squares regression is used to examine the relationship between the dividend payout 
decisions of Bahraini listed companies as dependent variable and six corporate governance mechanisms as independent variables 
and two other firm-specific attributes, as control variables. The empirical results indicate that, board independence has a significant 
negative association with the dividend payout decision, whilst board size has a significant positive association with the dividend 
payout decision. By contrast, the empirical results suggest that the frequency of board meetings and ownership structure (i e. 
blockholder ownership, institutional ownership, managerial ownership) do not have any significant effect on the dividend payout 
decisions. The findings of this study are important because they provide insight into the effect of agency problems specific to corporate 
governance and dividends and are important for companies, investors as well as the policy makers and regulators in Bahrain. This 
paper's contribution to the existing literature is threefold: it provides evidence on the relation between board characteristics and 
ownership structure on dividend payout in Bahrain; it provides new evidence on the importance and effectiveness of corporate 
governance mechanisms that influence the firm dividend payout decision; and contributes to the literature by analyzing data from an 
emerging stock market. 
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INTRODUCTION 
There are three theories which explain the dividend puzzle, the 
signaling theory, the catering theory and the agency theory of 
dividend. In this study the agency theory will be used. The 
interface between dividends and corporate governance 
mechanisms is central to the debate about agency theory and 
agency cost. Paying dividends will decrease agency cost, 
because it decreases free cash flow, which is one of the drivers 
of agency cost. Too much free cash flow could give the manager 
an opportunity to make investments which are not in line with 
the goals of the shareholders [1]. Also, paying dividends 
decrease agency cost because it forces managers to raise money 
on the equity market. When this happens, the activity of the 
manager will be monitored by investment bankers and capital 
providers, this monitoring encourages managers to act more in 
line with the interests of shareholders, which will decrease 
agency costs [2].  

Prior studies which examined the relationship between 
corporate governance and dividend policy have used two 
agency theoretical perspectives, namely, the outcome theory 
and the substitution theory [3, 4, 5, 6]. The outcome theory 
claims that, there is a positive relationship between corporate 
governance and dividend policy, and the payment of dividend is 
the result of effective governance. On the other hand, the 
substitute theory claims that, there is a negative relationship 
between corporate governance and dividend policy, and the 
payment of dividend substitutes weaker corporate governance 
where poorly governed firms need an alternative means of 
establishing a reputation for acting in the interests of 
shareholders, then there is high need to pay dividend, in 
contracts, if the firm is strongly governed consequently, the 
agency costs will decrease then there is less need to pay 
dividend. 

Based on the agency theory, recent studies have focused on 
examining the effects of corporate board attributes and 
ownership structure on dividend payout. Effective board and 
paying dividend are two means to lower agency cost and can 
therefore be substitutes [7]. If the board is effective 
consequently, the agency costs will decrease then there is less 
need to pay dividend. The presence of independent directors 

play an important role in strengthening the monitoring 
functions of directors thus mitigates the agency costs [8, 9]. 
Also, ownership structure is considered as one of the important 
variables that influences dividend payout ratio [10].  Dividends 
are an outcome of both legal and internal mechanisms 
protecting minority shareholders’ interest [4]. Dividend 
payments can be used decrease the agency problems between 
majority and minority shareholders [1]. Dividend payouts are 
on average higher in countries with stronger legal protection of 
minority shareholders. Therefore, if the protection of minority 
shareholders has a positive impact on dividend payouts, then 
shareholder protection represented by the corporate 
governance mechanisms should help explain differences in 
dividend payouts on firm-level [3]. Majority control gives the 
larger shareholders considerable power over key decisions, like 
dividends payout decisions [11]. Therefore, strong corporate 
governance mechanisms are needed to protect the interests of 
minority shareholders, such as dividends payment. 

One of the most cited reasons for why firms pay dividends is the 
free cash flow hypothesis, which is based on the notion that 
there is a conflict of interest between principals (shareholders) 
and agents (managers). Rather than act in shareholders’ best 
interests, managers could allocate the firm’s resources to 
benefit themselves [9]. Dividends play a role in controlling 
equity agency problems, by facilitating primary capital market 
monitoring of the firm’s activities and performance [12]. 
Agency theory suggests that shareholders (principals) may 
prefer dividends, particularly when they fear expropriation by 
agents (managers). Consequently, its hypothesized in this paper 
that, dividend payouts are determined by the strength of 
corporate governance in an emerging market.  

Although much empirical evidence on the relationship between 
ownership structure and dividend payout has been 
documented, there is a little literature on the relationship 
between corporate board attributes and dividend payout, 
therefore, this study provides an opportunity to make a new 
contribution to the extant literature by providing a new 
evidence from emerging markets, namely from Bahrain. Based 
on the agency theory, the main objective of this study is to 
examine the effect of corporate governance mechanisms (i e. 
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board of directors’ characteristics and ownership structure) on 
corporate dividend payout decisions of a sample of Bahraini 
listed companies. To the best of my knowledge, this is the first 
study to present evidence on the effect of corporate board 
characteristics and ownership structure on dividend payout 
decisions in Bahrain. As a small developing market, Bahrain’s 
unique business environment and context offer a good 
opportunity and provides a useful setting for examining the 
effect of corporate board characteristics and ownership 
structure on dividend payout decision.  
 
LITERATURE REVIEW AND HYPOTHESES DEVELOPMENT  
Board Independence 
Outside Directors are believed to be more independent and, 
therefore, better able to protect the interests of the 
shareholders [13], which supports the positive association 
between board independence and firms’ dividend payout 
decisions. On the other hand, outside directors will have less 
firm-specific expertise and knowledge about the company, and 
they can spend less time than inside directors. Therefore, they 
will not be able to make decisions as good as inside directors, 
which supports the negative association between board 
independence and firms’ dividend payout decisions. The 
relationship between board attributes such as board 
independence and dividends can be theorized from [3]. The 
argument used is that, if the firm is strongly governed 
consequently, the agency costs will decrease then there is less 
need to pay dividend. Accordingly, as board independence 
increased, agency costs will decrease. Thus, it is expected a 
negative relationship between board independence and 
dividend payout, when board independence is higher, 
dividends ought to be lower or vice-versa. 

Empirically, the findings of prior research are mixed, some 
studies found a positive association between board 
independence and firms’ dividend payout (e.g. [14] in South 
African and Kenyan; [15] in India), other studies found no 
association (e.g. [16] in Egypt; [17] in UK), and some studies 
found negative association (e.g. [5] in UK, [14] in Nigeria; [18] 
in Malaysia; [19] in Malaysia).  

Despite the inconsistent findings in the literature reported 
above, and based on the substitute theory, it is therefore 
hypothesized that Bahraini firms with higher proportion of 
independent directors, strengthen the corporate governance 
practices in the company and hence, reduces the need to pay 
higher dividends. Therefore, this study proposes a negative 
association between board independence and Bahraini firms’ 
dividend payout decision. Accordingly, the following hypothesis 
is formulated: 

H1: There is a is a significant negative association between board 
independence and Bahraini firms’ dividend payout decision.  
 
Board Size  
[20] argued that boards with more than seven or eight 
members are unlikely to be effective. Larger board size results 
in less effective coordination, communication and decision 
making. In addition, the agency problems associated with large 
boards are higher than small board. [17] argued that, poor 
governance is often associated with larger boards, and firms 
with larger boards are expected to pay higher dividends on 
average to compensate for their poor governance 
structures, such as poor managerial monitoring. On the other 
hand, according to agency theory, board size is a key 
determinant in monitoring managers, large boards allow 
directors to specialize, greater specialization can lead to more 
effective monitoring [21], and hence lower dividends are 
needed for the monitoring role. [22] and [23] claim that a large 
board with many members is more effective than small one 
with less members because of their resources, capabilities, as 
well as their broader external contractual relationships.  

Empirically, most prior research supports a positive association 
between board size and dividend payout (e. g. [24] in Australia; 
[14] in South African and Kenyan; [15] in India; [25] in 
Turkey; [17] in UK).  However, other researchers found no 
relationship between board size and dividend payout (e.g. [19] 

in Malaysia), whilst others found that board size negatively 
impact on the dividend payout policy (e.g. [14] in Nigeria; [26] 
in Indonesia). Based on the above discussions the following 
hypothesis is formulated: 

H2: There is a is a significant positive association between board 
size and Bahraini firms’ dividend payout decision.  
 
Board Meetings  
Board monitoring is expected to increase with the frequency of 
board meetings. [27] argued that, boards that meet infrequently 
are not likely to be effective monitors of management and are 
likely to skim over management plans without questioning the 
motives behind them, and boards that meet frequently should 
have more time to focus on issues such as firms’ dividend 
payout decisions. However, [28] argued that, well-functioning 
boards should meet less frequently and exhibit fewer conflicts.  

The relationship between the frequency of board meetings and 
dividends can be theorized from [3], the argument used is that, 
as the frequency of board meetings and dividends alleviate 
agency problems, they allow substitution with each other. Thus, 
it is expected, when the frequency of board meetings is higher, 
dividends ought to be lower or vice-versa. [4] suggests that, to 
substitute for poor governance associated with frequent 
board meetings, managers may use dividends to signal to 
the market that shareholders’ interests are protected. [17] 
found a negative association between the frequency of board 
meetings and dividend payout. Based on the substitute theory, 
it is therefore hypothesized that Bahraini firms with higher 
board meetings, strengthen the corporate governance practices 
in the company and hence, reduces the need to pay higher 
dividends. Therefore, this study proposes a negative 
association between the frequency of board meetings and 
Bahraini firms’ dividend payout decision. Accordingly, the 
following hypothesis is formulated: 

 H3: There is a is a significant negative association between the 
frequency of board meetings and Bahraini firms’ dividend payout 
decision.  
 
Blockholder Ownership 
[3] found that firms with high ownership concentration tend to 
make higher dividend payments. [19] found that ownership 
concentration is positively associated with dividend payout in 
Malaysia. However, [29] found that ownership concentration is 
negatively associated with dividend policy in the UK. Also, [25] 
found that blockholder ownership is negatively associated with 
dividend payout ratio and dividend yield in Turkey, and [32] 
found that ownership concentration is negatively associated 
with dividend policy in Jordan. These results are consistent 
with agency models in which dividends substitute for poor 
monitoring by a firm's shareholders [29]. Based on that the 
following hypothesis is formulated: 
 
H4: There is a is a significant negative association between 
blockholder ownership and Bahraini firms’ dividend payout 
decision.  
 
Institutional Ownership  
Institutional ownership influences dividends payments. 
Institutional owners that do want to monitor the company and 
the need for dividend is lower. However, there are also 
institutional owners that do not want to monitor the company 
and instead ask for more dividend [12]. [30] found that 
institutions prefer firms pay dividend more than firms do not 
pay dividend. However, institutions are not attracted to firms 
that pay high dividends and higher institutional holdings do not 
lead to higher dividends. I this regard, [12] argued that, it is 
possible that institutions may influence higher dividend 
payouts by a company, to enhance managerial monitoring by 
external capital markets, especially if they believe their own 
direct monitoring efforts to be insufficient or too costly.  

Empirically, the findings of prior research are mixed. [16] found 
a significant positive association between institutional 
ownership and dividend decision and payout ratio. [14] found 
that institutional ownership positively associated with 
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dividend payout in South African and Kenyan. Also, [29], [31] 
and [32] found that institutional ownership is positively 
associated with dividend payout policy. However, [15] and [25] 
found a negative association between institutional ownership 
and dividend payout ratio and dividend yield, also [14] found 
negative association in Nigeria. Despite the inconsistent 
findings in the literature, the following hypothesis is 
formulated: 

H5: There is a is a significant negative association between 
institutional and Bahraini firms’ dividend payout decision.  
 
Managerial Ownership 
When directors have shares of a company their interests are 
aligned with shareholders, this will decrease agency costs [33]. 
[34] argued that as the insider ownership increases the 
conflicts of interest between managers and shareholders will 
decrease, this will decrease agency costs and the need for high 
dividend payout. [15] argued that, shareholders can use 
dividend policy to their advantage and encourage managers to 
look after their own interests. In other words, from the 
shareholders perspective higher dividends provide greater 
monitoring by the capital markets and more managerial 
discipline. Managerial remuneration depends on company 
profitability and size; and will encourage managers to aim 

for low dividend payout. Low dividend payout maximizes the 
company’s assets under the control of the management.  [1] 
found that dividend decreases as the voting power of owner-
managers increased. On the other hand, [35] suggest that the 
high percentage of managerial ownership leads to an 
opportunistic behavior among the board of directors, which 
will result in high dividend levels to control this behavior.  

Empirically, the findings of prior research are mixed. For 
example, [32] found that managerial ownership is positively 
associated with dividend policy in Jordan. Whilst, [36] found 
that managerial ownership is negatively associated with 
dividend policy in Hong Kong, and [31] found that managerial 
ownership is negatively associated with dividend payout in 
Pakistan. Based on the above discussions the following 
hypothesis is formulated: 

H6: There is a is a significant positive association between 
managerial ownership and Bahraini firms’ dividend payout 
decision. 

 
RESEARCH METHODOLOGY  
Sample Construction, Data Description and Data Analysis: 
Bahrain Bourse is emerging market with small number of listed 
companies, therefore, all companies listed on Bahrain Bourse 
are considered for inclusion in the study. The initial study 
sample consists of all the companies listed in the Bahrain 
Bourse from 2014 to 2016. The data for the three years is then 
pooled to obtain 102 observations for each variable in the 
regression model. The main advantage of pooling is that it is 
possible to increase the number of observations, especially in 
cases where each individual cross-section sample is so small 
that it could affect the degrees of freedom adversely [37]. The 
data are collected from the sampled companies’ annual reports 
that were downloaded from the official website of the Bahrain 
Bourse and websites of the Bahraini companies. The data is 
analyzed using bivariate correlation and linear regression 
analysis. The ordinary least-squares regression is used to 
examine the effect of corporate board characteristics, 
ownership structure on dividend payout decision. 
 
Measurement of the Dependent and the Independent 
Variables:  
The dependent variable in this study is the dividend payout 
decisions, and the independent variables are corporate board 
attributes and ownership structure, namely, board 
independence, board size, frequency of board meetings, 
blockholder ownership, institutional ownership and 
managerial ownership. Consistent with prior researches, the 
dependent variable and the six independent variables are 
identified and measured as shown in Table 1. 
 
Measurement of the Control Variables:  
In the regression analysis, two firm characteristics are used as 
control variables (i e. firm size and return on equity). larger 
firms tend to be more mature, have higher free cash flows, and 
are more likely to pay higher dividends than small firms. 
Therefore, a positive relationship between firm size and 
dividends is predicted. Return on equity is used to control for 
firm’s profitability. Firms with higher profitability tend to pay 
higher dividends than firms with lower profitability. Therefore, 
a positive relationship between return on equity and dividends 
is predicted. The control variables were measured as shown in 
Table 1.  

 
Table 1: Variables Definitions and Measurements 

Variables Definitions and Measurements 
Dependent variable   
DIVDECISON 
 
 
 
Independent variables  
BORDIND                           

 
 
Dividend payout decisions; a dummy 
variable coded as 1 for companies 
declared and paid dividends and 0 
otherwise. 
 
 
Board independence; the proportion of 
non-executive directors on the board; 

BORDSIZ Board size; the number of directors on the 
board; 

BORDMEET  
 

Board meetings, number of board 
meetings held during the year; 

BLKHOWSH Blockholder ownership, the proportion of 
shares, owned by substantial shareholders 
(5 percent or more); 

INSITOWSH   Institutional ownership, the proportion of 
shares, owned by institutional 
shareholders; 

MNGOWSH Managerial ownership, the proportion of 
shares owned by mangers (i. e. the CEO 
and inside directors); 

Control variables  
FIRMSIZ Firm size; the firm' natural log of total 

assets; 
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REQUITY   Return on equity, measured as the ratio of 
the companies' net income to the 
companies' total shareholders’ equity. 

 
Model Development: 
To examine the effect of corporate board attributes, ownership 
structure on dividend payout decision the following 
multivariate regression model is executed.  
 
DIVDECISON =    β0 + β1BORDIND + β2BORDSIZ  
            +β3BORDMEET + β4BLKHOWSH + β5INSITOWSH 

           + β6MNGOWSH + β7FIRMSIZ +  β8REQUITY + e 

where: 
DIVDECISON  = Dividend payout decision; 
BORDIND   = Board independence;  
BORDSIZ   = Board size; 
BORDMEET  = Board meetings; 
BLKHOWSH  = Blockholder ownership; 
INSITOWSH  = Institutional ownership; 
MNGOWSH  = Managerial ownership; 
FIRMSIZ    = Firm size;  
REQUITY   = Return on equity; 
e        = error term. 

 
RESULTS 
The descriptive statistical test results in Table 2 show that, the 
average percentage of independent directors on the board is 
47.49 percent. The average number of members on the board is 
9.41, ranging from a minimum of 5 members to a maximum of 
14 members. The average number of board meetings held 
during the year is 6 meetings, ranging from a minimum of 4 
meetings to a maximum of 11 meetings. The average percentage 
of blockholder ownership, institutional ownership and 
managerial ownership, are 50.82 percent, 20.64 percent and 
6.82 percent, respectively. Blockholder ownership records the 
highest mean value (50.82 percent) amongst other ownership 
structure indicators. Also, the descriptive statistical test results 
in Table 2 show that, the firm size on average is 8.44 of it is 
natural logarithm value. The average of return on equity ratio is 
8.75 percent, ranging from a minimum of -41 percent, to a 
maximum of 113 percent. 

 
Table 2: Descriptive Statistics for Sample Firms 

 
Minimu
m Maximum Mean Std. Deviation 

DIVDECISON 0.00 1.00 .7843   .41333 
BORDIND 0.25 1.00 .4749   .21579 
BORDSIZ 5.00 14.00 9.4118  1.90025 
BORDMEET 4.00 11.00 6.000  1.65529 
BLKHOWSH 0.14 0.94 .5082   .27786 
INSITOWSH 0.12 0.89 .2064   .21786 
MNGOWSH 0.03 0.55 .0682   .16396 
FIRMSIZ 5.06 10.10 8.4438  1.03149 
REQUITY -.41 1.13 .0875   .14328 

 
Table 3: Correlations matrix (Pearson correlations) 

 

DICD
ECISO
N 

BORD
IND 

BORD
SIZ 

BORD
MEET 

BLKH
OWS
H 

INSIT
OWS
H 

MNG
OWS
H 

FIRM
SIZ 

EQ
UIT
Y 

DICDECISON 1         
BORDIND -.055 1        
 .584         
BORDSIZ .215* .476** 1       
 .030 .000        
BORDMEET .160 .233* .270** 1      
 .110 .019 .006       
BLKHOWSH .139 -.116 .055 .074 1     
 .166 .251 .582 .462      
INSITOWSH -.039 -.011 -.005 .089 .254* 1    
 .694 .910 .961 .379 .011     
MNGOWSH .189 -.184 .072 .029 .129 -.093 1   
 .057 .067 .474 .776 .200 .352    
FIRMSIZ .037 .204* .273** .146 -.005 .103 .061 1  
 .714 .041 .005 .146 .963 .303 .544   
REQUITY .225* .227* .246* .174 .123 .224* -.049 .592** 1 
 .023 .023 .013 .082 .219 .023 .623 .000  

The variables are defined in Table 1.  
* Correlation is significant at the 0.05 level (2-tailed).  
** Correlation is significant at the 0.01 level (2-tailed). 

 
The results in Table 3 show that there is a moderately high 
correlation between some variables. However, it has been 
suggested that correlation coefficients should not be 
considered harmful until they exceed 0.80. The coefficients in 
the correlation matrix in Table 3 reveal that the highest 
correlation is (.59) between return on equity and firm size. 
Therefore, the correlations matrix (Pearson correlations) in 
Table 3 suggested that multicollinearity between the 
explanatory variables was most unlikely to cause a serious 

problem in the interpretation of the results of the regression 
model.  
 
The R-Square and the adjusted R-Square and F-values for the 
regression model are presented in table 4. The results indicate 
that, the multiple regression model is highly significant, which 
statistically supports the significance of the model. Table 4 also 
presents the results of the ordinary least regression model; 
standardized beta coefficients and t-values are given for each 
independent and control variable.  
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Table 4: The Results of the Regression Model 

                Dependent Variable 
        Dividend decision (DIVDECISON) 
Independent Variables  Expected Sign   Model 

Constant                (.819)  
Board variables 
BORDINDP       _       -.200  
                   (-1.759)*  
BORDSIZ         +       .236  
                   (2.085)** 
BORDMEET       _       .121  
                   (1.218) 
Ownership variables 
BLKHOWSH       _       .058 
                   (.581)   
INSITOWSH       _       -.105  
                   (-1.040) 
MNGOWSH       +       .149     

(1.501)  
Control variables 
FIRMSIZ         +       -.194  

  (-1.624)*   
REQUITY        +       .336  
                   (2.756)*** 
 
R-Square       .394  
Adjusted R-Square   .223 
F-statistic       2.730  
Prob (F-statistic)    0.010 
Observations     102  

The variables are defined in Table 1. t-values in parentheses. 
* Significant at the 0.10 level (2-tailed). 
** Significant at the 0.05 level (2-tailed). 

 *** Significant at the 0.01 level (2-tailed). 

 
The empirical evidence derived from the results of the 
regression model in table 4 indicates that, there is a significant 
negative association at the 10 percent level between board 
independence and dividend payout decision. This finding 
supports Hypothesis 1, and suggests that, Bahraini firms with a 
higher proportion of independent directors pay lower dividends. 
This result suggests that, firms with higher number of outside 
directors on the board are more restricted to pay higher 
dividends. This evidence is in favor of the substitution theory. 
This result supports the view that, outside directors will have 
less firm-specific expertise and knowledge about the company, 
and they can spend less time than inside directors. Therefore, 
they will not be able to make decisions as good as inside 
directors, Also, it supports the argument that, effective board and 
paying dividend are two means to lower agency cost and can 
therefore be substitutes. If the board is effective consequently, 
the agency costs will decrease then there is less need to pay 
dividend.  

Also, the empirical results in table 4 indicate that, there is a 
significant positive association at the 5 percent level between 
board size and dividend payout decision.  This result supports 
Hypothesis 2, and suggests that, higher board size is associated 
with a significant increase in dividend payout among Bahraini 
listed companies. Therefore, this result supports the view that, a 
large board with many members is better than small one with 
less members because of their resources, capabilities, as well as 
their broader external contractual relationships. Also, it 
supports the argument that, board size is a key determinant in 
monitoring managers, large boards allow directors to specialize, 
greater specialization can lead to more effective monitoring. The 
empirical results indicate that, no significant association 
between the frequency of board meetings and Bahraini firms’ 
dividend payout decision, therefore, the third hypothesis is 
rejected. 

The ownership structure plays important role in the corporate 
dividend payout policy while minimizing the agency cost 
associated with the agency issue.  However, the empirical results 
of the regression model show no significant association between 
any of the ownership structure variables (i e.  blockholder 

ownership, institutional ownership, and managerial ownership) 
and dividend payout decisions among Bahraini listed companies. 
Accordingly, the fourth, fifth and sixth hypotheses are rejected.  
The results of the control variables show a significant positive 
relationship at the 10 percent level between firm size and 
dividend payout decisions, this result suggests that, Bharani 
large firms distribute higher levels of dividend than small firms. 
Also, the results show a significant positive relationship at the 1 
percent level between return on equity and dividend payout 
decisions, this result suggests that, Bharani firms with a higher 
profitability distribute higher levels of dividend.  
 
CONCLUSION  
This study is one of the first attempts at examining the 
relationship between corporate governance and dividend 
payout policy in Bahrain. Based on the agency theory, this study 
examines the effect of both board of directors’ characteristics 
and ownership structure on dividend payout decision of 
Bahraini listed firms over the period of 2014 to 2016.  

The empirical evidence derived from the regression model 
indicates that, board size and the proportion of non-executive 
directors on the board have significant impact on the dividend 
payout decision of Bahraini listed firms. The empirical results 
show a significant negative association between board 
independence and dividend payout decision. This finding 
suggests that, Bahraini firms with a higher proportion of 
independent directors pay lower dividends. This result suggests 
that board independence and dividend payout are substitutes in 
reducing agency costs, if the board is effective consequently, the 
agency costs will decrease then there is less need to pay 
dividend. Also, the empirical results show a significant positive 
association between board size and dividend payout decision. 
This result suggests that, higher board size is associated with a 
significant increase in dividend payout among Bahraini listed 
companies. Therefore, this result supports the argument that, 
board size is a key determinant in monitoring managers, large 
boards allow directors to specialize, greater specialization can 
lead to more effective monitoring.        
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The results of this study suggest that corporate governance 
mechanisms and dividend payout are substitutes in reducing 
agency costs, and it support the view that, bigger boards offer 
better monitoring and non-executive directors bring with them 
wealth of knowledge and expertise from which the firm benefits. 
Also, the empirical results revealed that, firm size and return on 
equity are positively associated with dividend payout decisions. 
This result supports the view that, the larger firms tend to be 
more mature, have higher free cash flows, and are more likely to 
pay higher dividends than small firms, and firms with higher 
profitability tend to pay higher dividends than firms with lower 
profitability. The results of this study confirm that Bahrain listed 
firms with a higher, size, profitability and a board size distribute 
higher levels of dividend. Also, the results confirm that firms 
with a higher board independence distribute lower levels of 
dividend.  

This study provides additional evidence from the emerging 
market of Bahrain on board of directors’ characteristics in 
relation to how they act as substitute mechanisms with 
dividends for reducing agency costs. The findings of this study 
are important because they provide insight into the effect of 
agency problems specific to corporate governance and dividends 
and are important for stakeholders as well as the policy makers 
and regulators in Bahrain.  
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