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Abstract

The question of the significance of the payout policy in terms of value creation has been in the works for over 50 years
now. These endeavors have led to the establishment of some classic theories that explain the different patterns in a com-
pany’s payout policy choices such as the signaling theory, the agency costs theory, the clientele theory and the catering
theory. However, the results are not always consistent among different authors, which means that these theories cannot
be used universally. Results vary widely among different samples and different time periods. The classic theories assume
that all agents on the market are fully rational, which is rather unrealistic since an agent’s actions cannot always be ex-
plained by financial theories. These two facts led to the development of the behavioral explanation for the payout policy
choice. This approach focuses on the behavioral characteristics of managers that are responsible for the decision-making
process in the company. Thus, the payout policy, according to this approach, is considered to be a function of the behav-
ioral characteristics of managers (overconfidence, optimism, risk preferences, etc.) rather than a function of the financial
variables. The main difficulty here is how to measure the behavior of managers.

This particular article reviews the research that covers the classic and modern theories of payout policy. This article
covers the logic of the development of different views on the payout policy. The authors cover articles that test different
theories, analyze the main results and conclusions, and investigate the reasons for the development of these theories.

The main focus has been on the behavioral approach, which is considered to be the most fruitful direction for future
research. The authors also cover the methodology of the existing papers, the variables that measure behavioral character-
istics and the results.
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Introduction

The classic work of Modigliani and Miller [Modigliani,
Miller, 1961], which substantiated the irrelevancy of the
dividend policy for company value in the perfect capital
market, gave rise to the research regarding the dividend
policy in the academic literature. The work mentioned
above was based upon some rigid assumptions: the ab-
sence of taxes, the absence of transaction costs, the ab-
sence of information asymmetry, and the rationality of
economic agents, all of which are impossible in real life.
Later, these prerequisites were relaxed and thus emerged
the signaling theory, which studied the information
asymmetry problem [Bhattacharya, 1979], the agency
cost theory, which introduced transaction costs and the
conflict of various interest groups within a company
into the analysis [Easterbrook, 1984; Jensen, 1986], the
clientele theory [Grullon, Michaely, 2002; Brav, 2005]
and the catering theory, which considered the dividend
policy from the point of view of tax benefits for various
investor groups [Baker, Wurgler, 2004a, 2004b; Jiang,
2013].

These lines of research may be called “classic” as long as
they are united under the presumption of the rationality
of economic agents in the capital markets. In real life,
agents do not always act rationally: their personal quali-
ties, subjectivity and biases may influence their decisions
[Kahneman, Tversky, 1979]. Particular attention to this
fact resulted in the emergence of the behavioral explana-
tion for decisions concerning payments to owners.

Within the behavior-based approach, two trends may be
distinguished: the influence of the management’s atti-
tude to the risk on payments to the shareholders [White,
2012; Caliskan, Doukas, 2015] and the influence of the
degree of self-confidence or overconfidence on payments
[Ben-David, Graham, Harvey, 2007; Deshmukh, Goel,
Howe, 2013]. The more managers are risk averse and the
less self-assured they are, the less they are willing to accept
high risk and highly uncertain investment projects, which
would consequently release resources for payment to the
owners. Nevertheless, the results of the authors’ research
are different. It has been found that the degree of risk
aversion has a positive [Caliskan, Doukas, 2015] as well as
a negative effect [Sundaram, Yermack, 2007; White, 2012].
The answers to the question of influence on the level of
self-confidence towards the dividend policy were also
different: it may be negative [Ben-David, Graham, Harvey,
2007; Deshmukh, Goel, Howe, 2013] as well as positive
[Wu, Liu, 2011]. Furthermore, there may be no influence
at all [Bouwman, 2010].

The structure of the paper is as follows: the first section
considers the classic approaches to the explanation of the
dividend policy and their basic assumptions. The second
section considers the logic of emergence and the main
conclusions of the behavioral concept.
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Classic Theories of Payout
Policy Choice

Payout policy choice is one of the most important in
corporate finance, along with investment decision and a
resolution for the choice of finance sources. As long as

an investor may benefit from possessing company shares
by way of dividends or growth of its market value, such a
choice largely defines the investment attractiveness for the
shares of a certain company.

The problem of defining an optimal structure of payment
to owners gained the attention of finance researchers
approximately 50 years ago. The issue of the importance of
the dividend policy for a company’s value and the factors
defining such a policy were brought up in the work of
Modigliani and Miller, where they made the conclusion
that the resolutions concerning payments to owners do
not influence enterprise value [Modigliani, Miller, 1961].
Instead, they emphasized that the welfare of a shareholder
is defined by the cash flows from accepted investment
projects rather than by the manner of their distribution
among the shareholders.

These conclusions were made on the basis of rigid as-
sumptions that define an “ideal” market: the rationality of
investors, the absence of transaction costs and taxes, the
absence of agency conflicts, etc.

In the years that followed, researchers tried to verify the
sustainability of the result obtained by Modigliani and
Miller. Researchers formed different conclusions about
the influence of payout policy choice on owners regard-
ing company value. Modigliani and Miller’s hypothesis
was proven true for US companies using research carried
out on long-term segments from the mid-1980s [Black,
Scholes, 1974; Miller, Scholes, 1982]. However, later re-
search [Siddiqi, 1995] and cases from Australian compa-
nies [Ball, 1979] rejected this hypothesis.

So, the research failed to uncontroversially confirm the
results substantiated by Modigliani and Miller. If payout
policy choice does influence company value, then which
policy would be the best possible? How does payout poli-
cy influence company value?

Further research into this sphere of corporate finance has
focused on these issues. They have tried to explain how
payout policy choice may influence company value and
what the reasons for such influence are. The researchers
have gradually made the above-mentioned assumptions
less rigid and offered theories that explain the dividend
policy. Here we shall elaborate on those theories.

The Signaling Theory

It is clear that in the real market, economic agents do not
have equal access to information. First of all, this concerns
the company managers and investors in the securities

of such companies. The managers possess more precise
information on the company’s financial and economic
performance and its prospects. Furthermore, they may
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influence the information available to the investors. Thus,
the presumption of the absence of asymmetrical informa-
tion is not realistic, which is exactly the point studied by
the signaling theory.

The underlying concept of the signaling theory is that
managers use dividends to signal the market about the
present state of the company in order to mitigate the
information asymmetry problem. As a general matter, an
increase of payments to the owners may be indicative of
the management’s confidence in the future flow of income
and, consequently, in the possibility to maintain a higher
level of payments in the future [Bhattacharya, 1979; Mill-
er, Rock, 1985].

The authors come to contradictory conclusions regarding
the signals that are contained in the announcements of
payments to owners. The research was carried out using
the Event-Study methodology, which was based on US
companies from the 1960-70s, and showed that announc-
ing the dividend payment is a signal for the market about
the future profits of the company [Aharony, Swary, 1980;
Brickley, 1983; Michaely, Thaler, Womack, 1995]. Re-
search workers who had applied the regression analysis
[Woolridge, 1983; Bali, 2003] made the same conclusion.
Nevertheless, later research based on data taken from

the 1980-90s found no evidence in the USA [DeAngelo,
DeAngelo, Skinner, 1996; Benartzi, Michaely, Thaler,
1997; Grullon, 2005] or in Japan [Conroy, Eades, Harris,
2000] that validates the signaling hypothesis

This fact testifies that in the course of time during which
the information component of the dividend payments

was reduced, the market did not respond so actively to an-
nouncements of change or to the initiation of payments to
owners. This tendency coincided with a reduction in the
share of dividends in aggregate payments to owners and
with an increase in the share of stock repurchase [Fama,
French, 2001]. For that reason, it was deemed necessary
to also check the signaling concept against that of stock
repurchase. The researchers agree that stock repurchase
does not carry the information on future company profits
to the market [Ikenberry, Lakonishok, Vermaelen, 1995;
Grullon, Michaely, 2004]. Unlike dividends, which may be
a signal of sustainable profit growth that will be preserved
in the future, the increase of payments via the stock repur-
chase is rather perceived as the signal of a one-time shock
in the current profit by the market [Guay, Harford, 2000;
Jagannathan, Stephens, Weisbach, 2000]. In this case,
stock repurchase does not show any signals towards future
profits. Instead, the information carried by stock repur-
chase signals that the management considers the shares

to be underestimated by the market in comparison with
their fundamental value [Ikenberry, Vermaelen, 1996;
Grullon, Michaely, 2002].

Agent Explanation

Another unrealistic assumption is the idea of the absence
of so-called agency conflicts — the conflicts of interest for
the various groups of economic agents. Suppose that
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a company has a significant amount of free cash in its ac-
counts, while at the same time, the set of investment pro-
jects to be implemented is limited. In such circumstances,
a manager may try to use this money to implement some
unsuccessful projects or to cover for non-productive oper-
ational expenses. In such an occasion, the shareholders
would prefer to withdraw the free cash from the manager
by paying them to dividends or by stock repurchase.

Empirically, this theory has been substantiated for US
companies from the 1970-80s. In these companies,

the larger is the number of shareholders, the less is the
number of shares at the insiders’ (i.e. managers’) dis-
posal [Jensen, Solberg, Zorn, 1992; Saxena, 1999], while
the higher are payments to the owners [Rozeff, 1982;

Alli, Khan, Ramirez, 1993]. Thus, the shareholders have
sufficient opportunities to influence the level of payments.
In the 1990s, such dependencies maintained stability [La
Porta, 2000; Gugler, 2003] but in the 2000s, the authors
made different conclusions concerning the influence of
shareholders on the dividend policy. Research conducted
with Australian companies confirmed that a more efficient
corporate governance system results in an increase of pay-
ments to owners [Yarram, Dollery, 2015] while research
from Malaysian companies showed that the dependence
is inverse where an efficient corporate governance system
is a compensation for low dividends [Benjamin, Mat Zain,
2015].

This change in dependence may be explained by evidence
that showed in times of crisis, managers reduced the
payment of dividends in order to increase the amount of
internal resources that were necessary for implementing
investment projects due to the increased cost of borrow-
ing [Bliss, Cheng, Denis, 2015; Floyd, Li, Skinner, 2015].

Clientele Theory

Various groups of investors, such as individuals, funds
including investment and pension funds, other compa-
nies, etc., invest their money into the shares of a company.
The revenues from various investor groups may be taxed
at different tax rates. Additionally, income in the form of
dividends and income in the form of market value growth
are also taxed at different tax rates. Thus, a decline in the
presumption of the absence of taxes resulted in the emer-
gence of the clientele theory, which introduces various
groups of investors who benefit from receiving income
from owning shares in one form or another into the
analysis. The companies then try to satisfy the demands of
these groups.

The clientele theory has been verified regarding dividend
payments. Research carried out on US companies for the
period from the 1960s-2000s confirms that the clienteles
of different taxation schemes may influence the amount
of dividend payments. Thus, for example, if the compa-
ny shareholder is an institute with a more advantageous
taxation dividend, such a company will increase their pay-
ments to the shareholders in exactly the form of dividends
and the shares” dividend yield will then start growing
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[Dhaliwal, Erickson, Trezevant, 1999; Elton, Gruber, 1970;
Pettit, 1977; Denis, Denis, Sarin, 1994]. This consistent
pattern is also confirmed by research using companies
from other countries [Ang, Blackwell, Megginson, 1991;
Short, Zhang, Keasey, 2002].

In the case of the existence of taxes, stock repurchase
becomes more beneficial for individual investors as long
as the country’s tax rate for dividends is higher than the
tax rate for capital gains [Allen, Bernardo, Welch, 2000;
Graham, Kumar, 2006; Dahlquist, Robertsson, Rydqvist,
2014]. Thus, the clientele theory has also been substantiat-
ed for stock repurchase because the company will increase
payments to the shareholders in the form of stock repur-
chase if the growth of the asset market value of predomi-
nant shareholder’s income is taxed at a lower rate.

Catering Theory

Relaxing the presumption of the absence of taxes also
resulted in the clientele theory being supplemented with
the catering theory. Investors may have demand for the
shares of the companies that pay dividends [Baker, Wur-
gler, 2004a, 2004b]. Consequently, it should be reflected as
a difference in the value of the company shares which of
them are dividend payers and which of them are divi-
dend non-payers. This is how the “dividend premium”

is formed - the difference in the value of shares of the
dividend payers and the dividend non-payers; the au-
thors defined it as the difference in the logarithms of the
corresponding Market-to-Book Ratios. The managers, in
their turn, try to satisfy this demand by paying dividends
when investors evaluate the dividend-paying companies
more and by not paying dividends when investors prefer
dividend non-payers. Thus, the authors propose that the
propensity to pay dividends depends on the “dividend
premium” that is embedded in the share value, which was
confirmed by empiric tests. It is important to emphasize
that the authors studied the topic of dividend payment
itself rather than the amount of dividend payments. By so
doing, they have not found an explanation for the change
in investor demand within the clientele theory. Baker and
Wurgler’s theory is confirmed for developed economies
[Li, Lie, 2006; Ferris, Jayaraman, Sabherwal, 2009; Baker,
2013] as well as for emerging economies [Dong, Liu, 2016;
Wang, 2016; Tangjitprom, 2013]. In fact, in the 1990-
2000s, companies from the abovementioned countries
monitored the quantity of investor demand for the shares
of dividend payers and adjusted their payout policy in
accordance to the change in demand.

However, there is a group of research that overturns this
theory on the basis of similar data from companies in the
USA [Julio, Ikenberry, 2004; Denis, Osobov, 2008], China
[Zhan, 2016] and South Korea [Kim, Kim, 2013]. Per-
haps such a difference in results is related to an imperfect
methodology when verifying this theory.

This theory was also verified later from the point of view
of stock repurchase [Jiang, 2013; Kulchania, 2013]. The
authors concluded that the existence of the repurchase
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premium indeed has a positive effect on the possibility of
carrying out the repurchase and on the continuation of
the tendency to pay dividends through the repurchase.
Furthermore, the hypothesis of dividend payment and
share repurchase interchangeability was proven true: the
probability of repurchasing shares depends positively on
the “repurchase premium” and negatively on the “divi-
dend premium”. The amount of repurchase also depends
on these premiums.

Next, we turn to the analysis of works devoted to the
behavioral motivations for payout policies.

Behavioral Explanation of Payout

Policy Choices

The behavior-based approach emerged with the paper
by Kahneman and Tversky that was dedicated to finding
various biases which economic agents may possess [Kah-
neman, Tversky, 1979]. This approach is focused on the
behavioral characteristics of managers and investors who
can influence the decision regarding the dividend policy,
and who do not always act rationally.

The previous theories focused on the financial character-
istics of companies and are a thoroughly studied field of
expertise. Two explanations for the dominance of these
theories on the behavioral aspect may be distinguished.
First, it is easier to measure, aggregate and research finan-
cial indicators, while behavior-based characteristics may
be measured only indirectly. Second, according to differ-
ent surveys of company managers [Baker, Powell, 2012],
current financial indicators, in particular, are the driver
for making payout decisions for shareholders.

The reason for the emergence and development of this
branch of corporate finance was the discontent with

the assumption of the complete rationality of economic
agents. By the 1990s, enough evidence had been accu-
mulated proving that agents are not always rational.
Experiments by Kahneman and Tversky showed that
people may be subject to psychological biases including
overconfidence, anchoring, conformism, etc. In financial
markets and in the economy in general, it is expressed as
periodic bubbles, the everyday losses of investors (in the
case of complete rationality an investor gains income), the
managers failure to sometimes accept projects profitable
from the point of view of the shareholders and so on.
Such evidence resulted in the necessity to include agents’
irrationality in the analysis.

Thus, this approach considers the influence of the char-
acteristics inherent in the managers who manage the
companies on strategic decisions rather than the influence
of the indicators typical of a company acting as an agent
of economic activity as in the classic theories.

The greatest challenge for the researchers of behavioral
finance is the quantitative measurement of managers’ and
investors’ behavioral characteristics. Nevertheless, for

the several decades that this branch has been developing,
several approaches to their measurement have been laid
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out. Furthermore, we are going to consider the behavioral
characteristics of managers and then move on to some
properties of the behavior of the investors.

One of the behavioral characteristics that has been most
thoroughly investigated is optimism or overconfidence.
This characteristic may be measured in two ways. The first
way consists in calculating the period during which man-
agers owns a stock option for the shares of the company
with whom they are employed [Malmendier, Tate, 2005;
Deshmukh, Goel, Howe, 2013; De Cesari, Ozkan, 2015].
If a manager exercises the option within the year in which
the option expires, despite the fact that for a long time the
shares’ value has been exceeding the exercise price, such

a manager may be considered optimistic or overconfident.
This logic is based on the fact that such managers count
upon a steady growth of their company’s share price and
for this reason they do not exercise the option until the
last moment.

The second way to define a manager’s optimism is to
search for key words such as “overconfident” or “op-
timistic” along with their synonyms and antonyms in
interviews with these types of managers or in mass media
materials about the companies managed by them [Mal-
mendier, Tate, Yan, 2011; Andreou, 2016]. This method
may be more reliable than the first one, but it involves

a greater effort of labor and a possibly subjective assess-
ment of a specific manager.

The authors of the research on overconfident manag-

ers share the opinion that such managers are prone to
increasing investments, especially those of high risk and
investments in research and development [Hirshleifer,
Low, Teoh, 2012; Fenn, Liang, 2001; Deshmukh, Goel,
Howe, 2013]. As a result, this type of manager has fewer
funds to pay dividends to owners during a current period
and thus the payments decrease. Also, such managers
consider external financing as the more expensive one in
comparison with internal financing and therefore, they do
not attract borrowed capital for project implementation.
In spite of all else being equal, overconfident managers
who pay smaller cash dividends are more inclined to
make stock repurchase because they think that at the
present, the shares are underestimated and there is room
for growth [Fenn, Liang, 2001]. Thus, the influence of

a manager’s overconfidence on aggregate payments may
be both positive and negative.

Another behavioral characteristic frequently occurring

in research is a manager’s attitude to risk. In academic
literature, this characteristic is inseparably associated with
the manner of payment to such a manager. So, the attitude
to risk is measured as the ratio of a certain manner of pay-
ment to that of a general payment to a manager. Also, the
delta coeflicient of the options at the manager’s disposal
may be used as a measuring instrument that shows the
option’s rate of risk.

If a manager’s payment is pegged against the market value
of the debt obligations of a company which depends neg-
atively on the risk, the manager will aim to reduce the risk
and will be more risk-averse [Caliskan, Doukas, 2015].
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Based on research findings, companies with these types
of managers pay more dividends because the managers
accept a smaller number of projects and thus, receive

the available funds. The companies may also establish

a payment of dividends for the shares, distributed on

the basis of management incentive programs (restricted
stocks units, hereinafter referred to as “RSU”) and this
also slackens the CEO’s appetite for risk and consequently
results in the increase of dividend payments to sharehold-
ers [Minnick, Rosenthal, 2014].

If a manager’s compensation is based on the market value
of the company shares and the payment of dividends on
RSU is not provided for (equity compensation, option
programs), then they have no such risk limitations and
the manager may accept higher risk projects in order to
ensure growth of the share value [Burns, McTier, Minn-
ick, 2015; Douglas, 2007; Geiler, Renneboog, 2016]. Such
managers, on the contrary, make smaller payments in the
form of dividends, but provide for larger payments in the
form of stock repurchase. Nevertheless, growth of pay-
ments from stock buyback often does not cover a decrease
in cash dividends, and, for this reason, the aggregate
payments in such companies are smaller [Cuny, Martin,
Puthenpurackal, 2009]. Other researchers also confirm
that the dividend policy dependent on the type of the
manager’s compensation may be sensitive to the specifica-
tion of the dividend policy [Core, Guay, Larcker, 2003].

A manager’s confidence in their position in the company
(confidence that they won't be fired) may also influence
the payout policy choice. So, managers who are not
confident in their position will try to smooth dividends,
that is, to maintain them at a stable level or to provide a
minimal growth [Wu, 2016]. In other words, they under-
take “standard” obligations that, in their opinion, they are
capable of fulfilling [Cyert, Kang, Kumar, 1996]. Never-
theless, some studies, on the contrary, show that managers
who are apprehensive of uncertainty and losses try to pay
greater sums as dividends for the current period [Breuer,
Rieger, Soypak, 2014]. They act this way in order to avoid
dismissal if, in case of an external shock, they have to
reduce dividends. On the other hand, if managers are sure
that they will not be fired, they will increase dividends at a
faster pace [Jo, Pan, 2009].

Now let’s consider some behavioral characteristics of
investors which may influence the level of a dividend
payout.

One of the main characteristics of an investor is their pref-
erence. Some investors may prefer stable companies who
pay dividends. This may be due to the fact that an investor
aims at gaining income in equal parts within a long time
horizon in order to be able to spread out its consumption
and to avoid distortion when consumption is high in the
current period and it is necessary to sharply reduce it in
the next period [Shefrin, Statman, 1984]. Companies may
monitor the investors’ demands if the companies have
dividend payers who trade at a higher price than non-pay-
ers, which would mean that there is an investor “demand
for dividends” and then it would become beneficial for
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the companies to start paying dividends, or to organize
the repurchase of shares [Baker, Wurgler, 2004a, 2004b;
Li, Lie, 2006]. Lintner, in his classic research, makes the
conclusion that companies smooth dividends not in order
to increase the company value, but rather to raise the
investors’ satisfaction [Lintner, 1956]. In order to smooth
dividends in the case of positive or negative net profit
shocks, investments and debt level are used (in the case of
a positive shock, the company uses a major part of the ad-
ditional funds for investments or debt repayment and just
a small part is used to increase payments to the sharehold-
ers) [Lambrecht, Myers, 2012; Hoang, Hoxha, 2016].

Another behavioral characteristic of investors is their
focus on the indicators of previous periods, or anchoring.

Investors react exceptionally adversely to the news of a
decrease in dividends or of an increase that was less than
expected. This is confirmed by numerous cases of a fall in
company stock after the announcement of negative news
that is related to the dividend policy [Aharony, Swary,
1980]. In this case, the investors may use not only the
previous dynamics of payments made by the company,
but also, the average data of the industry or the market as
a reference point as well.

Based on a completed analysis of the works dedicated to
behavior determinants of the dividend policy, one can
make some preliminary conclusions about the influence
of the previously mentioned determinants on payments to
shareholders (Table 1).

Table 1. Direction of Influence of Behavioral Characteristics of Managers and Investors on the Dividend Policy

Behavioral Influence on payment Influence on stock
characteristic of dividends repurchase
Overconfidence - +

g

£ Risk aversion - +

)

<

=] Productivity — n/a

=
Confidence in their position + n/a
Age + n/a

w

-

8

¢  Demand for dividends + n/a

E

—
Focus on previous results n/a n/a

Given the information in Table 1, it can be assumed that
further development of the behavioral concept may pro-
gress towards an explanation for the variation in the re-
purchase of shares. In addition, the focus can be switched
from the behavioral characteristics of the management to
that of the shareholders as the main beneficiaries of pay-
ment policies. In order for this to be achieved, a method-
ology for calculating such indicators should be developed.
Another promising area for further research would be to
test methods aimed at reducing the impact of behavioral
characteristics on the adoption of strategic decisions in a
company. This would help protect shareholders from the
negative consequences of excessive self-confidence or an
appetite for power from the side of the management.

Conclusion

Thus, the diminution of the basic assumptions used in the
work of Modigliani and Miller led to the emergence of
theories that prove the existence of the impact of pay-

out policy on a company’s value by giving signals to the
market, through the resolution of agency conflicts, and by
satisfying the interests of various investor groups. None-
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theless, all these theories are based on the same premise of
the rationality of the economic agents who participated in
the analysis. The weakening of this premise resulted in the
emergence of the behavioral approach, which can be used
to explain the payout policy.

The authors of these studies share the point of view that
overconfidence, enhanced risk disposition and high produc-
tiveness may produce a negative effect on the payment of
dividends. However, the influence on stock repurchase was
not considered or it produced the opposite results as expect-
ed. Whereas the behavioral characteristics of investors, which
are mainly focused on defining the demand for shares of the
companies paying dividends, on the contrary, have a positive
effect on payments: if investors have a demand for dividend
payers the payments of such companies grow.

At the same time there is a series of restrictions in the
analyzed works:

1. The authors differ in opinion regarding the influence
of behavioral indicators on aggregate payments
(on the amount of dividends and stock repurchase)
because the influence on certain components of
payments is multidirectional.
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2. The influence of behavioral characteristics on the
speed of adjustment of the level of dividend payments
to the targeted level has not been studied.

3. The catering theory only studied the act of making
payout decisions but it has not been used to explain
the difference in the amount of payments for various
companies.

Thus, the inclusion of behavioral aspects has given further
development of the payout theory because, as we have
seen, the behavioral characteristics of managers and in-
vestors do indeed have a significant impact on the payout
policy choice. With all else being equal, self-confident, op-
timistic and risk-prone managers pay smaller dividends to
shareholders. In this case, the behavior of investors, char-
acterized by an increased demand for shares of companies
paying dividends, on the contrary, stimulates payments.

The authors, in general, also share the point of view that a
well-organized corporate governance system of a compa-
ny encourages an increase in payments and may mitigate
the adverse effects of behavioral characteristics on payout
decisions. Nevertheless, the indicators of the quality of the
corporate governance system were used only in respect to
the dividend policy but not in relation to the behavioral
characteristics.

References

Aharony, J., Swary, I. (1980) Quarterly Dividend and
Earnings Announcements and Stockholders' Returns: An
Empirical Analysis. Journal of Finance, 35, 1, pp. 1—12.

Allen, E, Bernardo, A., Welch I (2000) A Theory of
Dividends Based on Tax Clientele. Journal of Finance, 55,
6, pp. 2499—2536.

Alli K.L., Khan A.Q., Ramirez G.G. (1993) Determinants
of Corporate Dividend Policy: A Factorial Analysis. The
Financial Review, 28, 4, pp. 523—547.

Andreou, P.C., Cooper, I, De Olalla, I, Louca, C. (2016)
Managerial Overconfidence and the Buyback Anomaly:
Working paper. URL: http://home.bi.no/ilan.cooper/
research/OC_Feb_15_2016.pdf (accessed: 02.12.2017).

Ang, ].S., Blackwell, D.W., Megginson, W.L. (1991). The
Effect of Taxes on the Relative Valuation of Dividends
and Capital Gains: Evidence from Dual-Class British
Investment Trusts. Journal of Finance, 46, 1,

pp. 383—399.

Baker, H.K., Chang, B., Dutta, Sh., Saadi, S. (2013)
Canadian Corporate Payout Policy. International Journal
of Managerial Finance, 9, 3, pp. 164—184.

Baker, H.K., Powell, G.E. (2012) Dividend Policy in
Indonesia: Survey Evidence from Executives. Journal of
Asia Business Studies, 6, 1, pp. 79—92.

Baker, M., Wurgler, J. (2004a) A Catering Theory of
Dividends. Journal of Finance, 59, 3, pp. 1125—1165.

109

Baker, M., Wurgler, J. (2004b) Appearing and
Disappearing Dividends: The Link to Catering Incentives.
Journal of Financial Economics, 73, 2, pp. 271—288.

Bali, R. (2003) An Empirical Analysis of Stock Returns
Around Dividend Changes. Applied Economics, 35, 1,
pp. 51—61.

Ball, R., Brown, Ph., Finn, EJ., Officer, R.R. (1979)
Dividend and the Value of the Firm: Evidence from
the Australian Equity Market. Australian Journal of
Management, 4, 1, pp. 13—26.

Ben-David, L., Graham, J.R., Harvey, C.R. (2007)
Managerial Overconfidence and Corporate Policies:
NBER Working Paper No. 13711. Cambridge, MA: NBER.

Benartzi, Sh., Michaely, R., Thaler, R.H. (1997) Do
Changes in Dividends Signal the Future or the Past?
Journal of Finance, 52, 3, pp. 1007—1034.

Benjamin, S.J., Mat Zain, M. (2015) Corporate
Governance and Dividends Payout: Are They Substitutes
or Complementary? Journal of Asia Business Studies, 9, 2,
pp. 177—194.

Bhattacharya, S. (1979) Imperfect Information, Dividend
Policy, and “The Bird In The Hand” Fallacy. The Bell
Journal of Economics, 10, 1, pp. 259—270.

Black, F, Scholes, M..S. (1974) The Effects of Dividend
Yield and Dividend Policy on Common Stock Prices and
Returns. Journal of Financial Economics, 1, 1, pp. 1—22.

Bliss, B.A., Cheng, Y., Denis, D.J. (2015) Corporate
Payout, Cash Retention, and the Supply of Credit:
Evidence from the 2008 to 2009 Credit Crisis. Journal of
Financial Economics, 115, 3, pp. 521—540.

Bouwman, C.H. (2010) Managerial Optimism and the
Market’s Reaction to Dividend Changes: Working paper.
URL: http://web.mit.edu/cbouwman/www/downloads/
BouwmanOptimismAndDivChanges.pdf (accessed:
02.12.2017).

Brav, A., Graham, J., Harvey, C.R., Michaely, R. (2005)
Payout Policy in the 21st Century. Journal of Financial
Economics, 77, 3, pp. 483—528.

Breuer, W,, Rieger, M.O., Soypak, C. (2014) The
Behavioral Foundations of Corporate Dividend Policy:
A Cross-Country Empirical Analysis. Journal of Banking
and Finance, 42, C, pp. 247—265.

Brickley, J.A. (1983) Shareholder Wealth, Information
Signaling and the Specially Designated Dividend: An
Empirical Study. Journal of Financial Economics, 12, 2,
pp. 187—209.

Burns, N., McTier, B., Minnick, K. (2015) Equity-
Incentive Compensation and Payout Policy in Europe.
Journal of Corporate Finance, 30, pp. 85—97.

Caliskan, D., Doukas, J. (2015) CEO Risk Preferences and
Dividend Policy Decisions. Journal of Corporate Finance,
35, pp. 18—42.

Higher School of Economics



Journal of Corporate Finance Research / KopnopaTtvgHbie duHaHChl

2017 | Vol. 14 | # 4

Conroy, R.M., Eades, K.M., Harris, R.S. (2000) A Test of
the Relative Pricing Effects of Dividends and Earnings:
Evidence from Simultaneous Announcements in Japan.
Journal of Finance, 55, 3, pp. 1199—1227.

Core, J.E.,, Guay, W,, Larcker, D.F. (2003) Executive Equity
Compensation and Incentives: A Survey. Economic Policy
Review, 9, 1, pp. 27—50.

Cuny, C.J., Martin, G.S., Puthenpurackal, J.]J. (2009)
Stock Options and Total Payout. Journal of Financial and
Quantitative Analysis, 44, 2, pp. 391—410.

Cyert, R, Kang, S., Kumar, P. (1996) Managerial
Objectives and Firm Dividend Policy: A Behavioral
Theory and Empirical Evidence. Journal of Economic
Behavior and Organization, 31, 2, pp. 157—174.

Dahlquist, M., Robertsson, G., Rydqvist, K. (2014) Direct
Evidence of Dividend Tax Clienteles. Journal of Empirical
Finance, 28, pp. 1—12.

De Cesari, A., Ozkan, N. (2015) Executive Incentives and
Payout Policy: Empirical Evidence from Europe. Journal
of Banking and Finance, 55, pp. 70—91.

DeAngelo, H., DeAngelo, L., Skinner, D.J. (1996) Reversal
of Fortune: Dividend Signaling and the Disappearance

of Sustained Earnings Growth. Journal of Financial
Economics, 40, 3, pp. 341—371.

Denis, D.J., Denis, D.K.,, Sarin, A. (1994) The Information
Content of Dividend Changes: Cash Flow Signaling,
Overinvestment, and Dividend Clienteles. Journal of
Financial and Quantitative Analysis, 29, 4, pp. 567—587.

Denis, D.J., Osobov, I. (2008) Why Do Firms Pay
Dividends? International Evidence on the Determinants
of Dividends Policy. Journal of Financial Economics, 89,
1, pp. 62—82.

Deshmukh, S., Goel, A.M., Howe, K.M. (2013) CEO
Overconfidence and Dividend Policy. Journal of Financial
Intermediation, 22, 3, pp. 440-463.

Dhaliwal, D.S., Erickson, M., Trezevant, R. (1999) A Test
of the Theory of Tax Clienteles for Dividend Policies.
National Tax Journal, 52, 2, pp. 179—194.

Dong, H,, Liu, H. (2016) Do Managers Cater to Investors
by Paying Dividends? Advances in Economics, Business
and Management Research, 16. URL: http://dx.doi.
org/10.2991/febm-16.2016.75 (accessed: 02.12.2017).

Douglas, A.V. (2007) Managerial Opportunism and
Proportional Corporate Payout Policies. Managerial
Finance, 33, 1, pp. 26—42.

Easterbrook, FEH. (1984) Two Agency-Cost Explanations
of Dividends. American Economic Review, 74, 4,
pp. 650—659.

Elton, E.J., Gruber, M.]. (1970) Marginal Stockholder Tax
Rates and the Clientele Effect. Review of Economics and
Statistics, 52, 1, pp. 68—74.

110

Fama, E.E, French, K.R. (2001) Disappearing Dividends:
Changing Firm Characteristics or Lower Propensity to
Pay? Journal of Financial Economics, 60, 1, pp. 3—43.

Fenn, G.W.,, Liang, N. (2001) Corporate Payout Policy and
Managerial Incentives. Journal of Financial Economics,
60, 1, pp. 45—72.

Ferris, S., Jayaraman, N., Sabherwal, S. (2009) Catering
Effects in Corporate Dividend Policy: The International
Evidence. Journal of Banking and Finance, 33, 9,

pp. 1730—1738.

Floyd, E., Li, N., Skinner, D.J. (2015) Payout Policy
through the Financial Crisis: The Growth of Repurchases
and the Resilience of Dividends. Journal of Financial
Economics, 118, 2, pp. 299—316.

Geiler, P, Renneboog, L. (2016) Executive Remuneration
and the Payout Decision. Corporate Governance: An
International Review, 24, 1, pp. 42—63.

Graham, J., Kumar, A. (2006) Do Dividend Clienteles
Exist? Evidence on Dividend Preferences of Retail
Investors. Journal of Finance, 61, 3, pp. 1305—1336.

Grullon, G., Michaely, R. (2002) Dividends, Share
Repurchases, and the Substitution Hypothesis. Journal of
Finance, 57, 4, pp. 1649—1684.

Grullon, G., Michaely, R. (2004) The Information Content
of Share Repurchase Programs. Journal of Finance, 59, 2,
pp. 651—680.

Grullon, G., Michaely, R., Benartzi, S., Thaler, R. (2005)
Dividend Changes Do Not Signal Changes in Future
Profitability. Journal of Business, 78, 5, pp. 1659—1682.

Guay, W., Harford, J. (2000) The Cash-flow Permanence
and Information Content of Dividend Increases vs.
Repurchases. Journal of Financial Economics, 57, 3,

pp- 385—416.

Gugler, K. (2003) Corporate Governance, Dividend
Payout Policy, and the Interrelation between Dividends,
R&D, and Capital Investment. Journal of Banking and
Finance, 27, 7, pp. 1297—1321.

Hirshleifer, D., Low, A., Teoh, S.H. (2012) Are
Overconfident CEOs Better Innovators? Journal of
Finance, 67, 4, pp. 1457—1498.

Hoang, E., Hoxha, I. (2016) Corporate Payout Smoothing:
A Variance Decomposition Approach. Journal of
Empirical Finance, 35, pp. 1—13.

Ikenberry, D.L., Lakonishok, J., Vermaelen, T. (1995)
Market Underreaction to Open-Market Share
Repurchases. Journal of Financial Economics, 39, 2—3,
pp- 181—208.

Ikenberry, D., Vermaelen, T. (1996) The Option to
Repurchase Stock. Financial Management, 25, 4,
pp- 9—24.

Higher School of Economics



Journal of Corporate Finance Research / KopnopaTtvgHbie duHaHChl

2017 | Vol. 14 | # 4

Jagannathan, M., Stephens, C., Weisbach, M. (2000)
Financial Flexibility and the Choice between Dividends
and Stock Repurchases. Journal of Financial Economics,
57,3, pp. 355—384.

Jensen, M.C (1986) Agency Costs of Free Cash Flow,
Corporate Finance, and Takeovers. American Economic
Review, 76, 2, pp. 323—329.

Jensen, G.R., Solberg, D.P., Zorn, T.S. (1992) Simultaneous
Determination of Insider Ownership, Debt, and Dividend
Policies. Journal of Financial and Quantitative Analysis,
27,2, pp. 274—263.

Jiang, Z., Kim, K.A,, Lie, E., Yang, S. (2013) Share
Repurchases, Catering and Dividend Substitution. Journal
of Corporate Finance, 21, pp. 36—50.

Jo, H., Pan, C. (2009) Why Are Firms with Entrenched
Managers More Likely to pay Dividends? Review of
Accounting and Finance, 8, 1, pp. 87—116.

Julio, B., Ikenberry, L. (2004) Reappearing Dividends.
Journal of Applied Corporate Finance, 16, 4, pp. 89—100.

Kahneman, D., Tversky, A. (1979) Prospect Theory: An
Analysis of Decision under Risk. Econometrica, 47, 2,
pp. 263—291.

Kim, I., Kim, T. (2013) Changing Dividend Policy in
Korea: Explanations Based on Catering, Risk, and the
Firm’s Lifecycle. Asia-Pacific Journal of Financial Studies,
42,6, pp. 880—912.

Kulchania, M. (2013) Catering Driven Substitution in
Corporate Payouts. Journal of Corporate Finance, 21,
pp- 180—195.

La Porta, R., Lopez-De-Silanes, E, Shleifer, A., Vishny,
R.W. (2000) Agency Problems and Dividend Policies
Around the World. Journal of Finance, 55, 1, pp. 1—33.

Lambrecht, B.M., Myers, S.C. (2012) A Lintner Model of
Payout and Managerial Rents. Journal of Finance, 67, 5,
pp. 1761—1810.

Li, W,, Lie, E. (2006) Dividend Changes and Catering
Incentives. Journal of Financial Economics, 80, 2,
pp. 293—308.

Lintner, J. (1956) Distribution of Incomes of Corporations
Among Dividends, Retained Earnings, and Taxes.
American Economic Review, 46, 2, pp. 97—113.

Malmendier, U., Tate, G. (2005) CEO Overconfidence
and Corporate Investment. Journal of Finance, 60, 6,
pp. 2661—2700.

Malmendier, U., Tate, G., Yan, J. (2011) Overconfidence
and Early-Life Experiences: The Effect of Managerial
Traits on Corporate Financial Policies. Journal of Finance,
66, 5, pp. 1687—1733.

Michaely, R., Thaler, R.H., Womack, K.L. (1995) Price
Reactions to Dividend Initiations and Omissions:
Overreaction or Drift? Journal of Finance, 50, 2,

pp. 573—608.

111

Miller, M., Modigliani, E (1961) Dividend Policy, Growth
and the Valuation of Shares. Journal of Business, 34, 4,
pp. 411—433.

Miller, M.H., Rock, K. (1985) Dividend Policy under
Asymmetric Information. Journal of Finance, 40, 4,
pp. 1031—1051.

Miller, M.H., Scholes, M.S. (1982) Dividend and Taxes:
Some Empirical Evidence. Journal of Political Economy;,
90, 6, pp. 1118—1141.

Minnick, K., Rosenthal, L. (2014) Stealth Compensation:
Do CEOs Increase Their Pay by Influencing Dividend
Policy? Journal of Corporate Finance, 25, pp. 435—454.

Pettit, PR. (1977) Taxes, Transactions Costs and the
Clientele Effect of Dividends. Journal of Financial
Economics, 5, 3, pp. 419—436.

Ross, S. (1977) The Determination of Financial Structure:
The Incentive-Signalling Approach. The Bell Journal of
Economics, 8, 1, pp. 23—40.

Rozeff, M.S. (1982) Growth, Beta and Agency Costs as
Determinants of Dividend Payout Ratios. Journal of
Financial Research, 5, 3, pp. 249—259.

Saxena, A.K. (1999) Determinants of Dividend Payout
Policy: Regulated Versus Unregulated Firms: State
University of West Georgia Working Paper. URL: http://
www.westga.edu/~bquest/1999/payout.html (accessed:
02.12.2017).

Shefrin, H., Statman, M. (1984) Explaining Investor
Preference for Cash Dividends. Journal of Financial
Economics, 13, 2, pp. 253—282.

Short, H., Zhang, H., Keasey, K. (2002) The Link between
Dividend Policy and Institutional Ownership. Journal of
Corporate Finance, 8, 2, pp. 105—122.

Siddiqi, M.A. (1995) An Indirect Test for Dividend
Relevance. Journal of Financial Research, 18, 1,
pp- 89—101.

Sundaram, R., Yermack, D. (2007) Pay Me Later: Inside
Debt and Its Role in Managerial Compensation. Journal
of Finance, 62, 4, pp. 1551—1588.

Tangjitprom, N. (2013) Propensity to Pay Dividends and
Catering Incentives in Thailand. Studies in Economics
and Finance, 30, 1, pp. 45—55.

Wang, M.-H., Ke, M.-C,, Lin, E-Y,, Huang, Y.-S. (2016)
Dividend Policy and the Catering Theory: Evidence from
the Taiwan Stock Exchange. Managerial Finance, 42, 10,
pp. 999—1016.

White, R.S. (2012) Three Essays on Inside Debt: Doctoral
Dissertations. 5. URL: http://opencommons.uconn.edu/
cgi/viewcontent.cgi?article=6198&context=dissertations
(accessed: 02.12.2017).

Woolridge, J.R. (1983) Dividend Changes and Security
Prices. Journal of Finance, 38, 5, pp. 1607-1615.

Higher School of Economics



Journal of Corporate Finance Research / KopnopaTtvgHbie duHaHChl

2017 | Vol. 14 | # 4

Wu, C.-H., Liu, V.W. (2011) Payout Policy and CEO
Overconfidence: Working Paper. URL: http://bm.nsysu.
edu.tw/tutorial/vwliu/nsysu_img/Publish/Seminar/
Payout%20and%200verconfidence%20full%20text.pdf
(accessed: 02.12.2017).

Wu, Y. (2016) What’s Behind the Smooth Dividends?
Evidence from Structural Estimation: University of
Illinois at Urbana-Champaign Working Paper. URL:
http://www.cicfconf.org/sites/default/files/paper_571.pdf
(accessed: 02.12.2017).

Yarram, S.R., Dollery, B. (2015) Corporate Governance
and Financial Policies: Influence of Board Characteristics
on the Dividend Policy of Australian Firms. Managerial
Finance, 41, 3, pp. 267-285.

Zhan, X. (2016) Whether Cash Dividend Policy of
Chinese Listed Companies Caters to Investors’ Preference.
Journal of Financial Risk Management, 5, 3, pp. 161-170.

112

Higher School of Economics



