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abstract

We synthesize the academic evidence on the cross-sectional and time-series determinants of dividends. This evidence shows that dividends are associated with several firm characteristics (e.g., size, profitability, growth opportunities, maturity, leverage, equity ownership, and incentive compensation), characteristics of the market in which the firm operates (e.g., tax law, investor protection, product market competition, investor sentiment, and public/private status), and the availability of substitute forms of corporate payout (e.g., share repurchases).  These findings have several implications for existing theories of dividend policy and suggest avenues for future research.
Introduction


What determines the magnitude of dividend payouts? Understanding this issue, which has vexed financial economists for nearly fifty years, is important because corporations distribute a substantial amount of their resources to shareholders every year. As shown in Table 1, the last two decades have witnessed a steady increase in the nominal dollar amount paid out as dividends in the United States (U.S.), reaching nearly $165 billion in 2005.  When combined with payouts in the form of share repurchases, aggregate payouts to shareholders totaled nearly $372 billion in 2005.
(Insert Table 1 about here)
The seminal work of Miller and Modigliani (1961) influenced the early inquiries into the motives and consequences of dividend policy. In their framework, investment policy is fixed and known by investors. Moreover, there are no market imperfections such as taxes, transactions costs, and asymmetric information. Miller and Modigliani’s contribution is to show that under these conditions, all feasible dividend policies involve the distribution of the full present value of free cash flows. Consequently, investors would be indifferent among the set of feasible dividend polices. That is, the value of the firm would be independent of the dividend policy adopted by management.  

Nonetheless, the fact that managers and security analysts spend much time worrying about dividend policy suggests that it must be ‘relevant’ in some sense. Financial economists have explored this relevance by relaxing Miller and Modigliani’s (1961) perfect capital markets assumptions. The adjusted model has lead to dividend theories based on tax-based clienteles, alternative tax regimes, agency problems, and information signaling. Each of these classes of theories implies that dividends are relevant in predictable ways. That is, dividends should vary across firms and over time in systematic ways.


In this chapter, we provide a synthesis of the academic evidence on the cross-sectional and time-series determinants of dividends. We group these factors into three categories: (1) firm characteristics, (2) market characteristics, and (3) substitute forms of payout. We then discuss how the set of factors that systematically affect dividend decisions relate to traditional dividend theories. Our intent is not to provide an exhaustive survey of the literature but rather to summarize what we believe to be representative studies that highlight the state of knowledge in the field.
Firm Characteristics

Various authors have hypothesized that dividends are associated with characteristics of firm fundamentals such as firm size, profitability, growth opportunities, and maturity. In addition, others suggest that dividends are related to more discretionary firm characteristics, such as leverage and aspects of the firm’s corporate governance structure. In this section, we summarize the evidence on the extent to which various firm characteristics are associated with dividend policy. This evidence, which Table 2 presents, comes from cross-sectional tests of the propensity to pay dividends, tests of the magnitude of dividend payout and dividend yield, and tests of aggregate payout. 
(Insert Table 2 about here)

Firm Fundamentals

Fama and French (2001) estimate logit models in which the dependent variable is equal to one if the firm pays regular common dividends in a given year and zero otherwise. They find that the likelihood of dividend payments is positively associated with firm size and profitability and negatively associated with the firm’s market-to-book ratio (a measure of growth opportunities.) DeAngelo, DeAngelo and Stulz (2006) extend the Fama-French analysis to include a measure of firm maturity (or life-cycle stage), which is the ratio of retained earnings to the book value of equity (RE/BE). They find that the propensity to pay dividends is positively associated with RE/BE. This ‘firm maturity’ effect does not subsume the Fama-French characteristics, but the evidence in DeAngelo et al. implies that RE/BE has the greatest economic impact on the propensity to pay dividends. Grullon, Michaely and Swaminathan (2002) corroborate the link between dividends and firm maturity by reporting that firms increasing dividends exhibit declines in systematic risk and future reductions in profitability.  These firms also fail to increase capital expenditures.  
Smith and Watts (1992) and Gaver and Gaver (1993) adopt a similar cross-sectional approach, but instead of estimating models that predict whether or not a firm pays dividends, they estimate models in which dividend yield and dividend payout are the dependent variables.  Using industry-level data, Smith and Watts find that dividend yield is positively related to firm size and whether the firm is regulated.  Dividend yield is negatively associated with measures of growth options. Using firm-level data, Gaver and Gaver (1993) confirm that growth firms have lower payout ratios and lower dividend yield.  

The relation between dividends and firm fundamentals appears to be robust across countries as well.  Denis and Osobov (2007) analyze dividend policies in six developed financial markets – the United States, United Kingdom, Canada, Germany, France, and Japan – and find that firm size, profitability, and firm maturity are associated with the propensity to pay dividends in all six countries.  The association between dividends and growth opportunities is less robust.  In studies of the determinants of dividends in the U.K., Benito and Young (2001), Ferris, Sen and Yui (2006), and Renneboog and Trojanowski (2005) all find evidence similar to that of Denis and Osobov (2007), while von Eije and Megginson (2007) report similar findings in a sample of European Union firms.

Finally, DeAngelo, DeAngelo and Skinner (2004) report that aggregate dividends are heavily concentrated among the largest, most profitable firms in the U.S.  Denis and Osobov (2007) confirm that this pattern also holds up internationally.
Other Non-fundamental Firm Characteristics

Empirical studies also link dividend polices with other firm characteristics such as capital structure policy, incentive compensation plans, and ownership structure. For example, Smith and Warner (1979) and Kalay (1982) show that covenants contained in bond contracts constrain dividends. Nonetheless, Smith and Watts (1992) find a positive association between dividend yield and leverage. They attribute this association to managers jointly determining dividend and leverage policies based on the firm’s growth opportunities.  


Smith and Watts (1992) also report a positive association between dividend yield and bonus and stock option plans for top executives. They again argue that this relation is driven by the impact of growth options on the joint determination of dividend and compensation policies.  However, Fenn and Liang (2001) find that controlling for free cash flow, dividends are negatively correlated with stock options in more recent years when share repurchases have become more common. They attribute this to managers having greater stock options substituting repurchases for dividends because dividends reduce the value of their option holdings.  

A final group of studies empirically examines the association between equity ownership structure and dividend policies. In an early study, Rozeff (1982) finds a negative relation between dividends and insider stock holdings. More recently, Fenn and Liang (2001) find that among low ownership firms, dividend payout is positively associated with insider stock ownership. Payout is unrelated to insider stock ownership for firms with higher ownership.  

With respect to other equity owners, Grinstein and Michaely (2005), analyze the relation between institutional shareholdings and dividend policy. They find evidence that institutional ownership is greater in dividend paying firms than in non-dividend paying firms. However, they find no evidence that higher dividend payouts attract greater institutional ownership. Thus, they  conclude that institutions do not monitor and control managers through corporate payout policy.
Table 2 provides a summary of the various firm characteristics associated with dividend policy. Overall, the existing evidence indicates that dividend policy is strongly related to fundamental firm characteristics such as growth opportunities, profitability, firm size, and firm maturity, as well as endogenous corporate policy choices such as leverage and incentive compensation and attributes of the firm’s equity ownership structure.  

Market Characteristics


A separate line of research hypothesizes a relation between dividends and characteristics of the market environment in which companies operate. Examples of these characteristics include taxes, investor protection laws, investor sentiment towards dividend-paying stocks, product market competition, characteristics of newly listed companies, and listing on a public exchange.  
Taxes

To the extent that the government taxes dividends differently than capital gains, this can, in theory, affect a company’s payout policy. Attempts to empirically analyze whether taxes affect dividend decisions are complicated by the fact that marginal tax rates of investors are difficult to observe.  For this reason, much of the research on this question relies on indirect tests.

Evidence on whether taxes affect investor preferences for dividend-paying stocks is mixed. On the one hand, Scholz (1992) analyzes data from the 1983 Survey of Consumer Finances and reports a negative relation between the dividend yield of investors’ stock holdings and the relative taxation of dividends. However, Allen and Michaely (2003) find that the wealthiest (and presumably highest tax bracket) investors receive the bulk of dividends. The latter finding casts doubt on dividend taxes being a first-order determinant of investor decisions.
Other studies attempt to more directly analyze whether taxes affect corporate payout decisions. Perez-Gonzalez (2003) finds that when tax reforms increase (decrease) the taxation of dividends relative to capital gains, firms with more retail shareholders (i.e. taxable investors) decrease (increase) their dividend.  Poterba and Summers (1984) report similar findings for aggregate dividends in the U.K. These studies imply that taxes do, in fact, affect corporate payout policy.

Finally, Lie and Lie (1999) find that firms with low dividend payout (presumably high tax-bracket investors) are more likely to use share repurchases than to increase regular dividends or to pay out cash via special dividends. They conclude that investor taxes affect payout policy.
Investor Protection

At least dating back to Easterbrook (1984), the finance literature has hypothesized that dividends are a function of agency problems between firm insiders and outside investors. More recently, many authors have recognized that one of the principal remedies to agency problems is the existence and enforcement of laws that protect shareholders from expropriation by insiders. Together, these streams of literature imply that dividends should be a function of the legal environment in which firms operate. La Porta, Lopez-De-Silanes, Shleifer and Vishny (2000) formalize this notion by developing and testing two agency cost models of dividend policy. Under the so-called “outcome” model, dividends are an outcome of effective legal protections of minority shareholders. That is, legal protections effectively compel insiders and majority shareholders to make payouts to shareholders rather than expropriating the minority owners. Under La Porta et al.’s “substitute” model, dividends are a substitute for legal protection.  In order to be able to raise external funds on attractive terms, firms pay dividends so as to establish a reputation for not expropriating minority shareholders.

To test these agency cost models, La Porta et al. (2000) analyze the dividend policies of more than 4,000 firms from 33 countries around the world. Using indices for the quality of legal protection of minority shareholders as a proxy for lower agency problems, they find consistent support for the “outcome” agency model of dividends. First, firms operating in countries with better protection of minority shareholders pay higher dividends. Second, in those countries, high growth companies pay lower dividends than low growth companies, consistent with the idea that legally protected shareholders are willing to wait for their dividends when a company has good investment prospects.


Faccio, Lang and Young (2001) build on La Porta et al.’s (2000) work by testing the relation between dividend rates in Western Europe and East Asia and the disparity between the controlling shareholder’s ownership rights (O) and its control rights (C). Specifically, Faccio, Lang, and Young use the ratio of ownership to control rights (O/C) as a measure of the corporation’s vulnerability to insider expropriation. For example, this ratio is low if a controlling shareholder controls the corporation via a long chain of intermediate corporations. Under this scenario, in which the controlling shareholder is at the base of pyramidal ownership structure, the controlling shareholder has greater opportunities for intra-group transactions that expropriate minority shareholders. 
Faccio et al. (2001) find that among corporations that are “tightly affiliated” to a business group, group-affiliated corporations with lower O/C ratios pay higher dividends. By contrast, among corporations that are “loosely affiliated” with business groups, for example,  those with control linkages between 10% and 20%, dividend rates are lower for firms with lower O/C ratios.  The authors interpret these findings as suggesting that investors anticipate expropriation in tightly-affiliated firms and demand higher dividends to allay these concerns. However, they argue that investors are less alert to such expropriation in loosely-affiliated firms. One explanation for this reaction is that the low transparency of such sprawling, loosely-affiliated groups increases the difficulty for shareholders to discover where control resides in order to identify and oppose unfair intra-group transactions.

Investor Sentiment
Baker and Wurgler (2004a) develop and test the hypothesis that prevailing investor demand for dividend payers drives the decision to pay dividends. That is, as investor sentiment shifts towards dividend paying firms, these firms trade at a premium relative to non-payers.  Firms cater to this sentiment by adjusting dividend policies in the direction of the dividend “premium” prevailing in the market at that time.  

Using time-variation in four proxies for the dividend premium, Baker and Wurgler document that non-payers are more likely to initiate dividends when the dividend premium is high and, conversely, are more likely to omit dividends when the dividend premium is negative.
In another study, Baker and Wurgler (2004b) analyze whether the catering theory of dividends sheds some light on the reduced propensity to pay dividends originally documented by Fama and French (2001). Baker and Wurgler identify four distinct trends in the propensity to pay between 1963 and 2000 – two periods of increased propensity and two periods of reduced propensity – and empirically link these trends with changes in the dividend premium. Their findings are generally consistent with investor sentiment influencing the propensity to pay dividends. The only period that appears to be strongly inconsistent with the catering hypothesis is the early 1970s, a period in which Nixon-era wage and price controls influenced dividends.  
One of the major limitations of Baker and Wurgler’s (2004a) study is that it primarily analyzes why firms initiate or omit dividends as opposed to how firms make decisions about changing the level of existing dividends. To address this limitation, Li and Lie (2006) extend Baker and Wurgler’s catering theory to include decreases and increases in existing dividends.  They report that the dividend premium related to both the probability of dividend decreases and increases and the magnitude of dividend changes. Li and Lie also report that the announcement returns for dividend decreases are negatively related to the dividend premium, while the announcement returns for dividend increases are positively related to the dividend premium. They interpret this evidence as indicating that the capital market conditions the market’s response to dividend change announcements on the aggregate dividend premium.

Although the above findings suggest that investor sentiment is an important determinant of dividend policies in U.S. firms, two recent studies question the robustness of these findings.  First, Hoberg and Prabhala (2006) find that once they control for risk, catering incentives are no longer significant in explaining the declining propensity to pay dividends among U.S. firms.  Second, in their study of dividend policies in several countries, Denis and Osobov (2007) conclude that their evidence casts considerable doubt on the importance of catering incentives on the propensity to pay dividends in the U.S., U.K., Canada, Germany, France, and Japan.
Public vs. Private Status

For the most part, the academic literature has scrutinized the corporate payout policies of publicly-traded firms because data on these firms are readily available. By contrast, research has largely ignored dividend policies of private firms. This raises the question of whether a firm’s listing status, that is, whether it is public or private, has an impact on its dividend policy. To address this issue, Michaely and Roberts (2007) compare the dividend policies of publicly-traded and privately-held firms to identify the forces shaping their respective dividend decisions.  As previously documented in the literature, Michaely and Roberts report that public firms engage in dividend smoothing. That is, relative to otherwise similar private firms, public firms are averse to omitting, cutting, and initiating dividends. Moreover, public firms appear to be relatively averse to large dividend increases. These findings are consistent with the view that the scrutiny of public equity markets appears to induce managers to follow more conservative dividend policies, that is, relatively small, consistent increases in dividends coupled with a reluctance to reduce dividends.  
In addition, Michaely and Roberts’ (2007) results have implications for the interaction between agency conflicts and governance mechanisms in determining dividend policies.  Specifically, while their findings imply that conflicts of interest between controlling and minority shareholders tend to reduce dividend payments in many private firms, the array of institutional and governance mechanisms present in public markets mitigate these conflicts and lead to substantially higher dividends in public firms. Moreover, these dividends tend to be more responsive to fluctuations in investments in public firms than in private firms.

Characteristics of Newly Listed Public Companies

Although the above findings suggest that whether or not a firm is publicly traded has an impact on its dividend policy, recent research also suggests that the characteristics of publicly-traded firms have changed over time in the U.S. towards those characteristics more typical of non-dividend paying firms. Specifically, Fama and French (2001) report that since 1978, publicly-traded firms in the U.S. have increasingly exhibited the characteristics of firms that have never paid dividends, for example, small size, low earnings, and large investment relative to earnings. The driving forces underlying this change in the population of firms are the huge increase in new listings after 1978 and the changing nature of the new lists. According to Fama and French (2004), the cross-sectional distribution of profitability for newly-listed firms over time has become considerably more left-skewed while the distribution of growth opportunities has become considerably more right-skewed. As a result, newly-listed, dividend-paying firms became increasingly rare throughout the 1980s and 1990s.
Denis and Osobov (2007) extend this research on the propensity to pay dividends to several developed international financial markets such as Canada, the United Kingdom, Germany, France, and Japan. They document that, over the last decade, the composition of the population of publicly-traded firms in all countries has changed towards greater representation of firms with characteristics typical of non-payers, In addition, Denis and Osobov find newly-listed firms that fail to initiate dividends appear to drive any observed declines in the propensity to pay dividends, This evidence is consistent with results reported in the U.S..

Product Market Competition

Through its effect on agency conflicts, product market competition may be an additional external disciplinary factor affecting the decision to pay out excess cash to shareholders.  Grullon and Michaely (2007) analyze whether the link between product market competition and managerial incentives has any implications for corporate payout policy. Similar to La Porta et al. (2000), Grullon and Michaely distinguish between an “outcome” and a “substitute” model of dividends. Under their version of the “outcome” model, managers in highly competitive markets distribute more cash to their shareholders because managers are more likely to be penalized by the disciplinary forces of competition if they overinvest. Alternatively, managers in less competitive markets can use dividends as a substitute for competition to establish a good reputation in the capital markets to be able to raise capital on better terms in the future.
Grullon and Michaely (2007) find that firms in more concentrated or less competitive industries have significantly lower payout ratios than firms in less concentrated industries, supporting the prediction of the “outcome” model. However, an alternative explanation for this result could be that firms in more concentrated markets pay lower dividends because they need to accumulate cash to prevent predatory behavior from competitors (“predation” hypothesis). The predatory behavior should be less pronounced among dominant firms since these firms have more resources and market power to prevent any predatory attack. If the predation hypothesis is true, the negative relation between industry concentration levels and payout ratios should be stronger among the non-dominant firms. Yet, Grullon and Michaely’s empirical findings indicate that the negative relation between industry concentration levels and corporate payouts is much stronger among dominant firms that are more likely to have high agency costs of free cash flows, reinforcing the idea that corporate payouts are the outcome of the disciplinary forces of product market competition.

Substitute Forms of Payout


Before the mid-1980s, firms used cash dividends as the dominant means to return capital to stockholders. As shown in Table 1, however, share repurchases have become increasingly popular in recent years and now account for more than 50% of aggregate payouts in the U.S. Roughly coincident with this surge in share repurchases has been a decline in the proportion of U.S. dividend-paying firms. Fama and French (2001) show that this proportion drops from 67% in 1978 to 21% in 1999. These patterns raise the possibility that firms increasingly use repurchases as a substitute for dividends.


Because share repurchases are, in theory, one-time events or programs, several studies have explored the possibility that firms use repurchases to pay out temporary earnings, while using dividends to pay out more permanent earnings. Jagannathan, Stephens and Weisbach (2000) report that the likelihood of a firm using repurchases rather than dividends increases when a firm’s cash flows consist of a higher proportion of non-operating income relative to operating income, when a firm’s earnings volatility before the repurchase is high, and when the firm’s future cash flows are expected to decrease. They interpret this evidence as an indication that managers tend to use dividends to pay out permanent cash flows and repurchases to pay out temporary cash flows. Consistent with this view, Guay and Harford (2000) report that cash-flow shocks preceding substantial dividend increases are significantly more permanent than cash-flows shocks preceding repurchases. In addition, post-shock cash flows of dividend increasing firms exhibit less reversion to pre-shock levels compared with repurchasing firms.


The above studies imply that dividends and share repurchases are alternative means of distributing cash to shareholders. However, Guay and Harford (2000) do not directly address whether repurchases substitute for dividends. More recent studies provide evidence on this issue. For example, Fama and French (2001) show that, in their sample, firms primarily undertake share repurchases that are already dividend payers. Consequently, their evidence implies that share repurchases during the period 1983-1998 primarily reflect an increase in the desired payout ratios of dividend payers. In other words, the main effect of repurchases is to increase the cash payouts of dividend payers and not to replace dividends as the form of payout.

Of course, repurchases do not have to replace dividends completely as the form of corporate payout. In recent years, repurchases may substitute for what otherwise would have been increases in dividend payouts. Grullon and Michaely (2002) provide some evidence that this might be the case. They conjecture that if firms are substituting repurchases for dividends,  there should be a negative correlation between dividend forecast errors (actual minus expected dividends) and share repurchase activity. Using Lintner’s (1956) dividend model to generate expected future dividend payments, they report that dividend forecast errors are indeed negatively correlated with the share repurchase activity. Hence, as firms pay out greater amounts in the form of share buybacks, they are inclined to pay out less than expected amounts in the form of dividend payments. Grullon and Michaely also report that the market reaction surrounding the announcement of dividend decreases is significantly less negative for repurchasing firms than for non-repurchasing firms, further supporting the idea that share repurchases and dividends are close substitutes. Investors seem to penalize a firm less for a dividend reduction when they perceive that those dividends are being substituted by share repurchases.  Based on these findings, Grullon and Michaely conclude that corporations are substituting share repurchases for dividends.  


More recently, Dittmar and Dittmar (2004) find that when permanent earnings increase, firms increase dividends only modestly while substantially increasing repurchases. However, when temporary earnings increase, firms only use funds to repurchase stock. Moreover, this pattern of behavior has strengthened over time. They report that the sensitivity of dividends to changes in permanent earnings falls by more than 75% after 1977. Apparently, firms are increasingly using repurchases to pay out a set of earnings that has historically been paid out as dividends. 

Finally, Skinner (2007) extends the findings of Grullon and Michaely (2002) by analyzing the evolution of the relation among earnings, dividends and repurchases at the aggregate level and at the firm level. He documents an increasingly strong relation between repurchases and earnings, manifested in a faster speed of adjustment of repurchases to earnings. In other words, over time the link between repurchases and earnings has strengthened in a manner that suggests that repurchases are replacing dividends. This result holds for those large, mature, and profitable firms that continue to pay dividends but now also make regular repurchases, as well as for firms that only make repurchases. The former group’s dividend policies become increasingly conservative while repurchases increasingly absorb the variation in earnings, indicating that the overall relation between these firms’ earnings and total payout (dividends + repurchases) is strong.  As documented in Figure 1, over the period 1971-2005 for firms that both pay dividends and repurchase shares, aggregate dividends increase steadily and are largely independent of the variations in earnings. By contrast, repurchases have become increasingly closely tied with earnings.
(Insert Figure 1 about here)
Thus, U.S. firms increasingly appear to use share repurchases as a substitute form of payout to shareholders. This behavior is in contrast to much of the rest of the world where share repurchases are far less common as noted by Denis and Osobov (2007).
Summary and Implications for Dividend Theories

Our discussion highlights numerous empirical determinants of corporate dividend payments. To varying degrees, academic research has documented support for the arguments that dividends are associated with several firm characteristics (e.g., size, profitability, growth opportunities, maturity, leverage, equity ownership, and incentive compensation), characteristics of the market in which the firm operates (e.g., tax law, investor protection, product market competition, investor sentiment, and public/private status), and the availability of substitute forms of corporate payout (e.g., share repurchases). These findings have several implications for theories of corporate dividends.


First, the fact that dividends are so strongly associated with firm size, maturity, and profitability casts doubt on information signaling as a first-order determinant of dividends.  Presumably, those firms most in need of signaling private information would be young, small firms that are less profitable. However, the opposite types of firms (large, mature, and profitable) are the primary dividend payers.  

Second, although taxes appear to play some role in corporate payout policies and investment decisions of investors, taxes do not seem to be a first-order determinant of dividend policies in that wealthy taxable investors receive a large proportion of dividends paid in the U.S.  This would seem to cast doubt on theories of dividend policy that focus on tax-based clienteles.

To this point, the empirical determinants of dividends appear to be most consistent with agency cost-based theories of payout policy in that firms with the largest potential agency costs of free cash flow, for example, mature, profitable firms), are the ones that pay the highest dividends. More refined versions of these theories will be required to explain why firms might prefer dividends over share repurchases (and vice versa) and what determines when firms initiate the payout of dividends.
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Table 1. Annual Aggregate Cash Distributions to Shareholders, 1971-2005
Annual cash dividends, share repurchases, and total payouts to shareholders between 1971 and 2005 by all non-financial non-utility firms from CRSP/COMPUSTAT merged database that are incorporated in the United States, traded on NYSE, AMEX or NASDAQ, have securities with CRSP share codes equal to 10 or 11 (ordinary common shares) as of the last trading month of each fiscal year in question, and are not missing values for dividends, repurchases and earnings before extraordinary and special items for a given year. All dollar amounts are expressed in millions.

	 Year
	Total Cash
 Payout ($MM)
	Dividend 
Payout ($MM)
	Repurchase Payout ($MM)

	1971
	16,661.18
	15,910.02
	751.16

	1972
	17,815.54
	16,572.66
	1,242.88

	1973
	21,145.54
	18,575.64
	2,569.90

	1974
	22,008.71
	20,590.72
	1,418.00

	1975
	22,189.88
	21,417.19
	772.69

	1976
	25,925.49
	24,684.48
	1,241.01

	1977
	32,012.38
	29,126.11
	2,886.26

	1978
	33,998.85
	31,568.56
	2,430.29

	1979
	37,449.58
	34,798.66
	2,650.92

	1980
	39,551.79
	37,219.13
	2,332.66

	1981
	44,560.81
	40,639.65
	3,921.16

	1982
	56,019.41
	41,083.96
	14,935.45

	1983
	45,063.42
	39,727.30
	5,336.13

	1984
	56,603.29
	38,789.69
	17,813.60

	1985
	69,259.49
	43,532.53
	25,726.96

	1986
	63,536.12
	42,627.10
	20,909.02

	1987
	81,388.32
	51,465.70
	29,922.62

	1988
	82,928.03
	57,622.96
	25,305.07

	1989
	75,762.43
	54,246.39
	21,516.04

	1990
	77,948.72
	55,741.48
	22,207.24

	1991
	67,147.63
	56,109.68
	11,037.95

	1992
	76,920.01
	61,040.66
	15,879.35

	1993
	84,006.91
	65,453.16
	18,553.75

	1994
	95,497.27
	68,722.67
	26,774.60

	1995
	108,193.28
	69,119.70
	39,073.59

	1996
	131,764.01
	76,609.69
	55,154.32

	1997
	159,335.31
	81,239.35
	78,095.96

	1998
	184,898.03
	85,006.76
	99,891.28

	1999
	211,668.87
	84,605.26
	127,063.62

	2000
	215,949.82
	92,362.21
	123,587.61

	2001
	181,767.97
	93,999.21
	87,768.76

	2002
	194,378.32
	99,180.88
	95,197.45

	2003
	195,653.15
	99,518.03
	96,135.12

	2004
	261,553.24
	120,651.63
	140,901.61

	2005
	371,636.25
	164,723.40
	206,912.85



Table 2. Firm Characteristics Associated with Dividends
A summary of studies that analyze the relation between firm characteristics and dividends.  For each characteristic, we list the individual studies and the sign of the association between dividends and the firm characteristic that they report.

	Characteristic
	Representative Studies
	Sign of Association

	Firm Size
	Smith and Watts (1992)

Gaver and Gaver (1993)
Fama and French (2001)

DeAngelo, DeAngelo and Stulz (2006)

Denis and Osobov (2007)


	+

+

+

+

+


	Profitability
	Fama and French (2001)

DeAngelo, DeAngelo and Skinner (2004)

DeAngelo, DeAngelo and Stulz (2006)

Denis and Osobov (2007)


	+

+

+

+



	Growth Opportunities
	Smith and Watts (1992)

Gaver and Gaver (1993)
Fama and French (2001)

DeAngelo, DeAngelo and Stulz (2006)

Denis and Osobov (2007)


	-
-

-

-
Mixed


	Firm Maturity
	Grullon, Michaely and Swaminathan (2002)
DeAngelo, DeAngelo and Stulz (2006)

Denis and Osobov (2007)

	+
+

+



	Regulation
	Smith and Watts (1992)
Gaver and Gaver (1993)
	+
+



	Leverage
	Smith and Watts (1992)

Gaver and Gaver (1993)
	+
+



	Incentive Compensation
	Smith and Watts (1992)
Fenn and Liang (2004)
	+
-



	Insider Stock Holdings
	Rozeff (1982)
	-


	Institutional Stock Holdings
	Grinstein and Michaely (2005)
	+



Figure 1. The Evolving Relationship between Earnings and Repurchases for Firms that Both Repurchase and Pay Dividends

This figure reports the dollar magnitude of total payouts, dividends, share repurchases and earnings for firms from the CRSP/COMPUSTAT merged database (excluding financials and utilities) that are incorporated in the United States, traded on NYSE, AMEX or NASDAQ, have securities with CRSP share codes equal to 10 or 11 (ordinary common shares) as of the last trading month of each fiscal year in question, are not missing values for earnings before extraordinary and special items, and have positive values for both dividends and share repurchases for a given year. All dollar amounts are expressed in millions.
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� Our discussion in this section draws in part from Graham’s (2003) survey of this issue. 
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