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On the Timing of Dividend Initiations

ABSTRACT

We study the timing and significance of dividend initiations in the life cycle of a firm.
We follow a sample of firms from their IPO, and using a hazard model of dividend
initiations, examine which firm characteristics are important in predicting initiations. We
find that dividend initiators are large and stable firms with relatively high profitability
and low growth rates. In this mature stage of their life cycle, these firms generate a lot of
cash, but do not find many profitable investment opportunities. Although initiators are
mature firms, the event of initiation itself does not signal maturation since neither
profitability nor systematic risk changes significantly in the six years around initiation.
Exploring further, we find that while reaching maturity increases a firm’s propensity to
initiate dividends, the firm is also concerned with the premium (or penalty) that attaches
to dividend paying stocks. Thus, controlling for life cycle factors, the timing of the
initiation and the positive announcement effect are partly explained by the market

sentiment for dividends.



Dividend initiation is, by definition, a unique event in the life-cycle of a firm. It also represents a
significant change in a firm’s financial policy.' The timing of dividend initiations is therefore an
important issue, with implications for all aspects of dividend policy. At what point in its life
cycle does a firm choose to initiate dividends? Can the factors determining this choice also
explain the positive announcement effect of initiations? To the best of our knowledge, no prior
work has examined these questions.” Previous studies of dividend initiations have focused on
the differences between initiators and non-initiators in the immediate pre- and post-initiation
periods, using a matched sample event-study methodology. This technique does not take into
account the history of a firm except to the extent that it is incorporated in the period just prior to
the initiation. In this paper, we take a different approach — we use the econometric technique of
duration analysis to study the timing of dividend initiations in a firm’s life cycle. Our results are
twofold: First, we find that life cycle factors are fundamental to the initiation decision, i.e.
initiators are firms that have reached the mature stage of their life cycles. However, the
maturation does not coincide with initiation, which leads to our second result — after controlling
for life cycle factors, market sentiment plays a significant role in the initiation decision and in
explaining the positive announcement effect of initiations.’

We follow a sample of 2333 firms from IPO to initiation or until their last observed time.
Using a hazard model of initiations, we study how the key characteristics of a firm (such as its
growth rate, profitability, capital expenditure, free cash flow generation, growth opportunities
and risk) evolve as the firm moves towards initiation. We find that initiators are mature firms —
firms that have grown larger, are more profitable, have greater cash reserves and have fewer
growth opportunities compared to non-initiators at the same stage of their life-cycles.
Nonetheless, dividend initiation does not signal firm maturation. We find that there is no

significant improvement in profitability or growth occurring around the initiation. This is

' The average abnormal return around dividend initiation announcements in our sample is 3.8%, while that around
dividend increases is only 1.34% according to Grullon, Michaely and Swaminathan (2002), suggesting that markets
view initiations as more important.

? In a related paper, De Angelo, De Angelo and Stulz (2005) investigate the probability that a firm is a

dividend payer (as opposed to the likelihood of initiation, which is our focus in this paper) in the context of

the firm’s life cycle. Using the proportion of retained earnings to total equity as a proxy for a firm’s life-

cycle stage, they find that mature firms (firms with a high proportion of retained earnings to equity) are

more likely to be dividend payers.

* In a study of dividend changes, Lie and Li (2005) have similar findings — dividend increases and dividend
decreases are affected by Baker and Wurgler’s (2004a) dividend premium in both the sign and magnitude of these
changes.



contrary to past findings that initiations signal future earnings growth (see, for example, Healy
and Palepu (1988)).* In addition, we find that there is no significant decline in systematic risk
around an initiation in contrast to Grullon, Michaely and Swaminathan’s (2002) (GMS
henceforth) results for dividend increases.

The positive announcement effect of initiations is puzzling in light of the results that
neither profitability nor sales growth improve, nor does systematic risk decline around these
events. We investigate this issue further to see if the timing of initiation is affected by investor
sentiment,” as suggested by Baker and Wurgler (2004a) (BW henceforth). Using a hazard
model, we show that among firms at the same stage in their life cycles and with similar
characteristics, those facing a higher dividend premium are significantly more likely to initiate a
dividend than the others.® Firms thus appear to time their initiations to coincide with periods
when investor sentiment favors dividends, even after reaching a mature stage in their life cycle.
Following up on this, we show that the abnormal stock return around an initiation is significantly
higher when the dividend premium is higher, but is not related to the change in fundamentals
across the initiation. Thus, investor sentiment appears to account for at least some of the
abnormal returns around initiations.

We also study stock repurchase behavior for further evidence on maturation.

Jagannathan, Stephens and Weisbach (2000) and Guay and Harford (2000) have found that firms
use repurchases to pay out volatile cash flows, while they use regular dividends to pay out
permanent cash flows. We find that firms that have repurchased shares more often since their
IPO are more likely to initiate dividends. Together, these results suggest that repeated
repurchases are a sign that a firm is maturing and its cash flows are stabilizing. Eventually, the
firm switches to cash dividends as a means of paying out its excess cash flows.

Overall, our findings suggest that the timing of dividend initiations is best explained by a

synthesis of the maturity hypothesis of GMS and catering theory. Dividend initiators are large

* Healy and Palepu (1988) find that the earnings growth of initiators is significantly higher than that of

matched (non-dividend paying) firms in the two years following the initiation.

> BW argue that firms “cater” to market sentiment for dividend paying stocks. They measure sentiment through the
dividend premium, i.e. the time-varying premium that investors demand for dividend paying stocks, and relate the
premium to the aggregate rates of initiation, continuation and omission in the payment of dividends.

® Apart from the use of the hazard model and the focus on firm-level analysis instead of aggregate rates, our work is
also different from BW’s in another respect - BW’s definition of initiations includes instances of firms re-initiating
dividend payments after an omission, however short the omission period. In contrast, we focus on pure initiations,
which can occur only once in the life of a firm.



and stable firms with relatively high profitability and low growth rates. In the mature stage of
their life cycles, these firms generate a lot of cash, but do not find many profitable investment
opportunities. While this increases their propensity to pay dividends, they are also concerned
with the premium (or penalty) that attaches to dividend paying stocks. A high dividend premium
gives a further boost to the already high propensity to pay for these firms, leading to an initiation.
In sum, initiations tend to occur when mature firms find an opportune moment when market
sentiment favors dividends.’

Our paper contributes to the literature on dividend policy in several ways. First, we place
dividend initiations in the context of a firm’s life cycle. Contrary to past results in support of the
signaling hypothesis, we find that initiations are not followed by faster earnings growth, higher
profitability or by decreased systematic risk of the firm. Hence, while initiations occur following
firm maturation, the announcement effect of initiations is not explained by life cycle changes.
The announcement effect however is partly explained by the market sentiment for dividends.
Second, our econometric approach of using a hazard model is relatively novel to this area and
more appropriate than the conventional cross-sectional regressions, given our focus on the firm’s
life cycle. The hazard model also allows for a better test of BW’s catering theory at the firm
level since it allows different firms of the same age to have different values of the dividend
premium. In cross-sectional matched-sample regressions, it would be difficult to separate the
dividend premium, which is year-specific, from other year fixed-effects since matched firms face
the same value of the dividend premium. Additionally, we test two cross-sectional implications
of the catering theory. We show that the effect of the dividend premium on the timing of
initiations is significantly diminished when the firm’s shares are traded more frequently, while
the cash position of the firm has no impact on this effect. Overall, our evidence is consistent with
the life cycle and catering theories. We do not find support for the signaling, free cash flow and
tax clientele theories of dividend policy.

The rest of the paper is organized as follows — Section I presents a review of the relevant

literature. Section II describes the dataset and sample selection criteria and explains our

"These findings are robust to alternative definitions of firm birth, alternative formulations for the baseline
hazard function and controls for earnings announcements in the abnormal returns regressions. We also find
that changes in the composition of a firm’s shareholder base (individual or institutional) do not explain the
timing of initiations (see Allen, Bernardo and Welch (2000)).



methodology. The results are presented in Section III. Section IV contains the robustness checks

and Section V concludes.

I. Related Literature

The literature on dividend policy is voluminous and a comprehensive survey may be
found in Allen and Michaely (2004). Studies of dividend initiations are, however, relatively few
compared to those on dividend changes. The positive announcement effect of dividend
initiations and dividend increases has been documented by Asquith and Mullins (1983), which
they suggest is due to the signaling role of dividends. John and Lang (1991) study insider trading
around initiations and show that the announcement effect is higher when insiders buy stock prior
to the event. Healy and Palepu (1988) study firm performance around initiations and omissions
and find that initiations signal improved performance in the future. Specifically, the earnings
growth of initiators in their sample is significantly higher than that of matched (non-dividend
paying) firms in the two years following initiation. In contrast, we find no evidence for signaling
— there is no significant change in the profitability of initiators compared to non-initiators in the 6
years surrounding initiation. Michaely, Thaler and Womack (1995) find evidence of a long-term
drift in stock prices following initiations and omissions, which are not explained by changes in
yield or clienteles for these stocks. Deshmukh (2003) studies a sample of firms that went public
between 1990 and 1997, and finds that initiators are larger firms, with fewer growth
opportunities and higher cash flows compared to non-initiators. While Deshmukh (2003) is
concerned with the level of growth opportunities and profitability prior to an initiation, we are
more interested in the change in these variables occurring around an initiation. Our study is more
comprehensive than those mentioned above. We look at a longer time period (1963-2001) and
include important variables such as capital expenditure, risk and market sentiment in our
analysis, which have been hitherto ignored.

Among the studies of dividend changes, the most relevant ones for us are Grullon,
Michaely and Swaminathan (2002) and Baker and Wurgler (2003a,b). GMS propose the maturity
or life cycle hypothesis that predicts that firms will pay dividends upon reaching the mature stage
of their life cycle, when they are faced with high cash flows, low investment opportunities and
decreased risk. However, they exclude dividend initiations and omissions from their empirical

study, focusing instead on dividend changes, and therefore do not test this prediction directly.



Baker and Wurgler’s (2004a,b) “catering theory” holds that firms alter dividend policy in
response to investor sentiment for dividend paying stocks. BW measure the dividend premium,
i.e., the premium that investors are willing to pay for dividend paying stocks, in different ways
and show that the premium is positively related to the aggregate annual rate of initiation,
continuation and payment of dividends by newly listed firms. Lie and Li (2005) find support for
the catering theory using a sample of firms that increased or decreased dividends between 1963
and 2000. They find that the dividend premium is positively related to both the sign and
magnitude of changes in dividends and that this relationship is also manifested in the stock

market reaction to these dividend changes.

I1. Data and Methodology

II. A. Sample Selection

Our data comes from the CRSP-COMPUSTAT merged database. We first identify
NYSE, AMEX and NASDAQ firms on CRSP that initiated dividends during the period 1963-
2001. A dividend initiation is defined as the first cash dividend payment (reported on CRSP)
that a firm makes since its initial public offering (IPO). The IPO date is taken to be the first date
that a firm has a positive share price on the CRSP tapes in 1963 or later for NYSE/AMEX firms,
and in 1973 or later for all NASDAQ listed firms. We further restrict the sample to dividend
initiations that are classified as ordinary (regular) cash dividends of non-monthly frequency
(distribution codes 1212, 1232, 1242, 1252). We impose the condition that the dividend
initiation should not occur within two years of the IPO.* We construct the control sample of non-
dividend initiators by identifying those firms that have never paid a cash dividend since their
IPO. We follow previous work in including only those firms with share codes 10 & 11 and
excluding financial companies and utilities (SIC codes 4900-4999 and 6000-6999). Using these
criteria (based on Michaely, Thaler and Womack (1995)), we identify an initial sample of 686

initiations.

¥ This is because we require daily stock return data in order to calculate the risk measures (betas) for at least three
fiscal years until the initiation. Michaely, Thaler and Womack (1995) also impose a similar condition, and point out
that it has the added advantage of eliminating new listings on NYSE/AMEX that had actually been paying dividends
while being quoted on another exchange prior to the listing.



For these firms, we obtain the following annual financial information from
COMPUSTAT (data item shown in parentheses): cash (1), total assets (6), sales (12), operating
income before depreciation (13), capital expenditures (128) and some other key variables as
described in the appendix. We require these variables to be available for the six year period
around any firm-year observation (t-2 to t+3, where t is the fiscal year during which the initiation
occurs), in order to construct pre- and post-initiation moving averages. Finally we drop firms
with missing years or missing data from the IPO date to initiation if the firm is an initiator, and
from the IPO date to the last available date if the firm is a non-initiator. The resulting panel
dataset of 11730 firm-year observations during the period 1966-1998 has 368 initiating firms and
1965 unique non-initiators. This is the primary sample for our empirical analyses.” Table I

gives a breakdown of the number of initiators and non-initiators by fiscal year."

II. B. A Hazard Model of Initiations

Since we wish to follow firms along their life cycle from IPO (“birth™) to initiation, we
use a hazard model of dividend initiation. We estimate the following Cox-proportional hazard
model:

Pr(Init, = 1| Init, = OVx <t)=exp(X,b)h,(t). (1)

The dependent variable /nit;, equals 1 when firm 7 has initiated a dividend at time t (and has not
previously paid a cash dividend since its IPO) and is zero otherwise. X is a vector of time
varying firm characteristics, b is a vector of coefficients to be estimated, and /4, is the baseline
hazard function or the probability of initiation as a function of time alone. The time referred to

here is not calendar time, but the time since IPO (survival time) — each firm is assumed to be

? There is the possibility that some firms initiate with very small dividends to cater to institutional investors

that cannot hold non-dividend paying stocks. Our results are unaffected when we restrict the sample of

initiators to firms with an initial dividend yield of 0.25 % or higher.

' The distribution of initiators over time in our sample closely resembles that of Healy and Palepu (1988) for the
period during which the samples overlap. On the other hand, we only identify about two-thirds of the initiating
firms in Michaely, Thaler and Womack (1995). This difference is due to our requirement that the firm have non-
missing observations from its [PO date until 3 fiscal year-ends post-initiation. While this restriction reduces the
sample size, it ensures that we can compare pre- and post-initiation fundamentals over a reasonable period of time.
Healy and Palepu impose similar data requirement restrictions for the 6 years prior and 5 years after a dividend
Initiation.



“born” at time 0 and age by one year for every subsequent calendar year. Hence, firms are
grouped according to their age since IPO'".

We include all of a firm’s observations from its IPO until initiation or until the last
available year if the firm is a non-initiator. At any given time since PO, the set of firms that have
not yet initiated constitutes the “risk set” over which the likelihood of initiation is calculated.
This risk set consists of firms of the same IPO age or life cycle stage. We then estimate a firm’s
propensity to initiate a dividend as a function of various firm characteristics relative to other
firms that are in the same stage in their life cycle. Thus, the likelihood of initiation is estimated
from a more homogeneous group of firms in a life-cycle context.'?

Naturally, one would expect the life cycle of firms to vary across industries. We control
for this by estimating distinct baseline hazards 4, for each 2-digit SIC group. We perform the
Grambsch and Therneau (1994) test to ensure that the assumption of proportional hazards is
appropriate.”® In estimating this model, we impose no a priori restrictions on the baseline hazard
function, 4y (which is estimated using non-parametric methods). Specifically, we do not assume
that a firm’s propensity to initiate dividends increases monotonically over time. In section IV
(robustness), we check whether the baseline hazard rate changes monotonically over time by
using a parametric specification, and find that the change is not monotonic.

Our econometric approach of using the hazard model is relatively novel to this area and
more appropriate than cross-sectional regressions, given our focus on the firm’s lifecycle. The
hazard model is also more suited to testing predictions of the catering theory since firms at the
same stage in their life cycle observe different dividend premia because they were born in
different years. This is what enables the identification of the effect of the premium, and this is
precisely why the hazard model delivers what a regular matched sample analysis cannot. In
cross-sectional matched-sample regressions, it would be difficult to separate the dividend
premium, which is year-specific, from other year fixed-effects since matched firms face the same

value of the dividend premium.

' Prior papers such as Denis, Denis and Sarin (1997) also use IPO-age as a proxy for the firm’s age. In section IV,
we discuss that our results are robust to the use of the incorporation year instead of the IPO year as the year of
“birth.” We use IPO age in our analysis because the use of incorporation year significantly reduces our sample of
initiators.

12 An alternative specification would be to estimate a logit model with age as an additional explanatory

variable. We have tried this and the results are almost identical to those reported here.

" This test checks whether the log hazard ratio function is constant over time as is assumed under the proportional
hazards model. Stata’s reference manual (2003) provides further details.



I1.C. Explanatory Variables

Fama and French (2001) document that firm size, profitability, current growth, and
growth opportunities are factors that explain the probability that a firm is a dividend payer. We
use these variables and in addition, we also include a firm’s capital expenditures, cash balances,
risk measures, and BW’s dividend premium. We should observe large cash accumulations,
declines in capital expenditures and declines in risk for firms that have transitioned from the high
growth phase to the low growth phase. GMS’s maturity hypothesis suggests that it is upon this
transition that a firm initiates dividends.

To calculate annual risk measures similar to GMS, we use a firm’s daily returns'* from
CRSP and estimate the three factor model of Fama and French (1993):

e =T =Q; + B (th - rﬁ)"‘ BsvsTsus + B Trvase + i (2)
where 1j; is the firm’s daily return at time t, r¢ is the corresponding risk free rate, ry is the daily
return on the market portfolio, rgyvp is the small-minus-big factor and ryy is the high-minus low
factor. Data on the factors is obtained from the Fama-French factors database on WRDS. The
factor loadings are the market beta, SMB beta and HML beta respectively.

We measure the explanatory variables as follows:

size = In(total assets)

o ®

profitability = return on assets (ROA)

current growth = growth rate of sales

S

growth opportunities = market-to-book ratio
capital expenditures scaled by total assets
cash balances scaled by total assets

risk = Fama-French three-factor betas (market, small-minus-big, high-minus-low)

= S

dividend premium = difference in the natural logarithm of the average market-to-book
ratio between dividend payers and non-payers in each year (table 2 of Baker and

Wurgler, 2004a).

'* We use the daily returns for the last 200 trading days of the fiscal year prior to initiation, or the fiscal year prior to
that if the previous fiscal year ending is within 60 days of the initiation. Our results do not change when the betas are
calculated using monthly instead of daily returns.

10



In Tables II and III, we present the summary statistics and sample correlations for these
variables. Since our objective in this paper is to study the changes in firm characteristics around
an initiation, for each year, we construct three-year lagged moving averages of these firm
variables. These are identified by the prefix L. Further, in order to test the signaling theories of
dividends, we also construct three-year forward averages, (prefix F). Thus, L-variables are an
average of the previous three years ending in initiation, (¢-2, ¢-1 and ¢, where ¢ is the fiscal year of
initiation), while F-variables are an average of the three years after initiation (z+/, t+2 and ¢+3).
We also define the change in these averages across an initiation as D = F — L. The signaling
theories suggest that there should be a significant change in the key variables across the
initiation. In all our estimations, we calculate bootstrapped standard errors with 500 repetitions,

to account for correlations between the variables over time.

II1. Results

All regressions use three-year averages of the explanatory variables, as explained in
section II (C). We also include dummy variables for the decade in which the firm had its IPO.
These dummies are used to capture the broad decline, over the last two decades, in the propensity
to pay dividends, as documented by Fama and French (2001). Replacing the IPO-decade
dummies with [PO-year dummies does not change the results. Also included is a NASDAQ
dummy variable to control for the substantial increase in high tech, non-dividend paying firms in

the latter half of the sample period.

III. A. Cross Sectional Logit Regressions

As mentioned in section I, GMS seek to explain the positive announcement effect of
dividend changes through changes in risk (rather than profitability as the signaling theories
predict). Using a matched sample of firms that change dividends and firms that do not, they find
that increases in dividends are associated with subsequent declines in both systematic risk and
profitability. This is the basis for their maturity or life cycle hypothesis. This hypothesis predicts
that firms will pay dividends upon reaching the mature stage of their life cycle. However, GMS
exclude dividend initiations from their study, focusing instead on dividend changes. Since we are
interested in the link between initiations and firm maturity, we first examine whether GMS’s

results may be extended to initiations also, using a similar matched sample procedure.
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From our primary sample of firms, we construct a matched sample of dividend initiators
and non-initiators. Each dividend initiator is paired with a non-initiator from the same industry
that is closest in terms of size (total assets) in the year of initiation. This results in a total of 574
firm-year observations — 287 initiators and 287 control firms."> Table IV presents the estimates
from logit regressions using this matched sample. First, we examine the differences between
initiators and non-initiators prior to initiation. Regression 1 indicates that dividend initiators are
likely to be firms with significantly higher profitability and cash levels, and fewer growth
opportunities than non-initiators. The initiation propensity is also negatively related to the
market beta and positively related to the HML beta, indicating that the initiators are closer in risk
characteristics to value firms (i.e., high book to market firms) than to growth firms. These results
are supportive of the hypothesis that initiators are more mature than non-initiators.

Next we examine the effect of post-initiation characteristics after controlling for pre-
initiation levels. The main result from column 2 is that the profitability gap between initiators
and non-initiators persists after initiation. Finally, we examine if initiation is correlated with
changes in firm characteristics around the event (D-variables). Surprisingly, in column 3, we
find that changes in growth rate, profitability or risk do not significantly affect the likelihood of
initiations. These results are contrary to previous findings on both initiations and dividend
increases — for instance, Healy and Palepu (1988) find that the earnings growth of initiators is
significantly higher than that of matched firms in the two years following the initiation, and
GMS find a significant decline in risk following dividend increases. This makes the positive
announcement effect of initiations a puzzle, since neither profitability nor risk changes around

these events. We investigate these issues further in the following sections. '

I11. B. Hazard Regressions
So far, we have used the conventional method of cross-sectional regressions. This has

enabled us to compare our initiation results with GMS’s results for dividend changes. Now we

> We follow the matching methodology of Berger and Ofek (1995) and Campa and Kedia (2002). The primary
matching was done on the 2-digit SIC code. This enabled us to find matches for 222 initiations. A further 65
matches were obtained using the 1-digit SIC code. There are no industry matches for 91 initiations. Our results are
unchanged if we drop firms that cannot be matched on 2 digit SIC codes.

'® These results do not depend on the firm matching process — we obtain the same results even when the

entire sample of non-initiators is used as a control sample in the logit specification.
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study initiations in the context of a firm’s life cycle using a hazard model. These regressions are
presented in Table V. Recall that in the hazard model, we estimate the probability that a firm
will initiate a dividend as a function of various firm characteristics, relative to other firms that
are in the same stage in their life cycle.

Regression 1 uses the pre-initiation levels of the various variables. We find that the
propensity to initiate dividends is positively related to firm size, profitability, cash reserves and
the HML beta and negatively related to its growth opportunities, capital expenditures and the
market beta. Thus, comparing firms of the same IPO age, initiators are more mature than non-
initiators, i.e. initiators are larger, more profitable, have higher cash balances, have fewer growth
opportunities and resemble the risk characteristics of value firms. In regression 2, we add the
post-initiation levels of each variable. We find that initiation is associated with significantly
lower sales growth and lower cash balances, after controlling for past levels. Furthermore,
initiators remain more profitable and have higher HML betas after initiation.

In column 3, we examine the effect of changes in firm characteristics on initiation. As the
column shows, initiation is associated with an increase in capital expenditures and a decrease in
cash. There is some evidence of a decline in profitability and an improvement in market-to-book
around initiations. In contrast to GMS’s findings, risk changes around initiations are not
significant, similar to table IV. Hence, initiations tend to occur after a firm has reached maturity
in its life cycle, when its risk has already declined. Overall, the results are similar to Table I'V.

Thus far, we have found that life cycle factors are fundamental to the initiation decision,
1.e. firms that initiate dividends have the characteristics of mature firms. However, the
maturation does not coincide with initiation since there is no significant change in these
characteristics around the initiation. These results are contrary to the predictions of the signaling
theories. Signaling theories based on asymmetric information would predict an increase in
profitability (or alternatively earnings growth) after initiation. We find that both ROA and sales
growth after initiation is not significantly better than prior. If dividend initiations do contain
information about future cash flows, our findings suggest it is mainly negative information as

evidenced by the decline in profitability.!” Furthermore, these results imply that the positive

' Initiating firms could be signaling that a performance improvement is permanent rather than temporary. However,
this kind of signaling would explain the positive announcement effect only if the uncertainty regarding performance
is part of the systematic risk of the firm. This is not the case here since we find no change in systematic risk around
initiations.

13



announcement effect of initiations could be due to a reduction in agency costs according to
Jensen’s (1986) free cash flow (FCF) theory. Free cash flow theory would predict a decline in
capital expenditures since dividends are used to curb over-investment policies of managers
(Yoon and Starks (1995))."® Our findings, however, are exactly opposite — we find significant

increases in capital expenditures after initiation.

I1I. C. Catering

While initiators are relatively large, mature firms, there is little change in their
characteristics around the initiation in terms of profitability, growth or risk. Thus, the event of
initiation itself does not coincide with (or signal) the maturation of the firm. What then
determines the timing of the initiation and accounts for their positive announcement effect?
BW?’s catering theory provides one possible answer, namely, investor sentiment for dividend
paying stocks. If there are periods when investors prefer dividend-paying stocks as a category, to
non-dividend payers, and if perfect arbitrage is not possible so that these “irrational” preferences
are not penalized immediately, then mature firms may find it optimal to join the class of dividend
paying stocks at such times. We now examine whether BW’s dividend premium can explain the
timing of the initiation and the positive announcement effect of initiations on average. Unlike
BW, who study the aggregate rate of initiations including resumptions in dividend payments by
ex-payers, we focus on the firm-specific factors that influence the decision to initiate dividends.
We address two specific questions — 1) Controlling for a firm’s stage in its life cycle, are firms
more likely to initiate dividends when the dividend premium is high? 2) Given the evidence
presented above that profitability and risk do not change significantly around initiations, is the
positive announcement effect of dividend initiations explained by the dividend premium?

To address the first question, we include the dividend premium (derived from table 2 of
BW) as an explanatory variable in the hazard model. These results are shown in Table VI. We
find that the previous results on the decline in profitability and cash ratio and increase in capex
around the initiation remain unchanged. The dividend premium is positive and significant at the

1% level. This suggests that even within the context of the life cycle model, there is a role for the

"8 It could be argued that the FCF hypothesis predicts a decline in capital expenditures only among firms with low
Tobin’s Q or market to book ratios. We have tested whether the positive coefficient on capital expenditures in the
logit and hazard regressions is also seen among firms with low market-to-book ratios (MTB<1). We find that this is
indeed the case, which weighs further against the FCF overinvestment hypothesis.

14



dividend premium in dividend initiation — mature firms are more likely to initiate if the premium
is high. Moreover, the absolute increase in market-to-book around the initiation is not significant,
which might indicate that markets perceive no change in the investment policies of firms that
become initiators. Taken together with the significant increase in capital expenditures after
initiation, the over-all evidence is arguably more supportive of catering than the FCF theory.

We answer the second question posed above by comparing the abnormal returns to firms
that initiated in different years, i.e., when the premium was different. We calculate the

cumulative abnormal returns on a stock in the three-days around an initiation as follows:

AR

oot = Tt = o = Oug Vs = P )+ B+ Oua P 3)
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k=1

In equation 3, t is the initiation announcement date and ARk is the abnormal return on stock 1
on the kth trading day relative to the initiation date. by, bsmp and by, are the Fama-French
three-factor betas explained in section II.C. CAR; is the cumulative abnormal return in the 3-day
window around the announcement. "’

Table VII contains the summary statistics for the CARs and dividend yields (winsorized
at the 1% level). The mean CAR over all initiations in the sample, spanning the period 1968-98
is 3.81%. This is slightly higher than the mean of 3.4% obtained by Michaely, Thaler and
Womack (1995) using the CAPM for the 1964-1988 period, but is close to Asquith and Mullins’
(1983) estimate of 3.71%. Following the former study, we use two measures of the dividend
yield, one using the closing price on the initiation date (contemporaneous yield) and the second
using the closing price ten trading days prior to initiation (stale yield).

To test whether there are periods when investors prefer dividend-paying stocks as a
category, we create a “High Dividend Premium” dummy that equals one in the years in which
the dividend premium is above the median premium of —7.3 over the sample period. Then, we

run the following regressions:

' Our results are unchanged when the CAR is defined as the 3-day buy and hold return in excess of the CRSP
value-weighted index return as in Michaely, Thaler and Womack (1995).
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CAR, =a+ p, (Dividend Yield)i + Bp (High Dividend Pr emium)t +¢&;. (5)

i

CAR, =a+ f, (Dividend Yield)l. + B, (High Dividend Pr emium)it + B (Controls) + ;. (6)

The results are presented in table VIII. The odd numbered columns give the results with
contemporaneous dividend yield and the even numbered columns give the results with the stale
dividend yield. (Columns 7 and 8 are robustness checks that are discussed in section IV.) The
first two regressions show that a high dividend premium is a significant determinant of the
announcement effect of an initiation. The remaining regressions show that this result holds even
after controlling for factors such as size and the change in profitability, growth and risk around
the initiation. In all cases, the coefficient on the high dividend premium variable is positive and
significant. Notably, the decline in risk around the initiation is not a significant predictor of the
announcement effect, in contrast to GMS’s results for dividend increases. These results are
qualitatively similar when we use a continuous measure of the dividend premium.

Recall that BW’s dividend premium is measured by the log difference in market to book
ratios of payers and non-payers. Our finding that the abnormal return around an initiation is
positively related to the dividend premium contrasts with BW’s finding that these two variables
are not significantly correlated at the aggregate level. We find that once we control for firm-
specific variables such as growth rate and investment policy, the abnormal returns to an initiation
are significantly higher when the dividend premium is higher.

Thus far, our results suggest that the timing of dividend initiations is best explained by a
synthesis of the maturity hypothesis of GMS and catering theory. Dividend initiators are large
and stable firms with relatively high profitability and low growth rates. These firms generate a
lot of cash, but do not find many profitable investment opportunities. While reaching this stage
of maturity increases their propensity to initiate a dividend, they are also concerned with the
premium (or penalty) that attaches to dividend paying stocks. A high dividend premium is likely
to give a further boost to the already high propensity to initiate for these firms.

I1I. D. Repurchases and Special Dividends
Jagannathan, Stephens and Weisbach (2000) and Guay and Harford (2000) show that
firms use repurchases to pay out temporary cash flows or when they are not quite sure that their

cash flow has stabilized, while firms use regular dividends to pay out permanent cash flows.
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Hence, a firm’s stock repurchase and special dividend payment behavior over its life cycle might
convey information regarding the likelihood of dividend initiation. In their younger years, firms
use repurchases to pay out cash flows since the cash flows are relatively volatile. When these
repurchases become a regular occurrence, it is a sign that the cash flows of the firm are
stabilizing. Eventually, firms initiate dividends to pay out the stable portion of their cash flows.

On the issue of special dividends, DeAngelo, DeAngelo, and Skinner (2000) find that
firms paying out special dividends normally paid them out quite regularly, suggesting that those
payments closely resembled regular dividends. Hence, we may expect firms that paid special
dividends on a regular basis to be less likely to initiate dividends.

To study these issues, we include measures of past repurchase/special dividend payment
activity in the hazard regressions. The measure we use for repurchases is a running count of the
number of times a firm has repurchased shares since its IPO through the previous fiscal year end.
We identify repurchases in two ways — using Fama and French’s (2001) definition as an increase
in the firm’s treasury stock as well as Grullon and Michaely’s (2002) definition as the total
expenditure on the purchase of common and preferred stock (Compustat item #115) less the
reduction in value of the net number of preferred stock outstanding (Compustat item #56).
Grullon and Michaely (2002) present evidence that the repurchasing activity of firms changed
substantially around 1982 following the SEC’s adoption of Rule 10b-18 providing a safe-harbor
for repurchasing firms against the anti-manipulative provisions of the Securities Exchange Act of
1934. Hence we allow the coefficient on repurchases to vary between the pre- and post-1982
periods. We define as special dividends any distribution recorded in the CRSP database that has
share codes 10 or 11 and distribution codes 127X or 129X, where X is an integer between 0 and
9. We construct a dummy variable indicating whether the firm has ever paid special dividends in
the past rather than use a running count of the number of special payments. This is because few
of our sample firms paid out special dividends.

The results are presented in table IX. Column 1 gives the results with Fama and French’s
definition of repurchases, and column 2 with Grullon and Michaely’s definition. As expected, the
coefficient on the repurchase variable is positive and significant. While the coefficient on the
interaction of repurchases with the post-1982 dummy is negative, Wald tests reveal that sum of
the two coefficients is positive and significant in both columns. Thus, while the relationship

between repurchases and initiations has weakened following SEC’s adoption of Rule 10-b18 in
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1982, it still remains positive. Even after controlling for past repurchase activity, our basic
results for firm size, changes in capital expenditure, cash and profitability, and the dividend
premium remain statistically significant.

It could also be argued that the catering theory predicts that a low premium would give an
additional incentive to repurchase shares.”” Table III shows a weak negative correlation between
repurchases and the dividend premium, as expected. As a further test of catering incentives, for
each of the initiating firms, we compared the mean dividend premium in the pre-initiation years
in which there was a repurchase to that in the years in which there was no repurchase. We find
that the premium was significantly lower (at the 1% level of significance) in both the mean and
the median for those years in which there was a repurchase compared to the non-repurchase
years prior to an initiation.?' Thus, firms that eventually initiated were more likely to repurchase
shares in those years in which the premium was low. This is consistent with Lie and Li (2005)
who find that the probability of repurchase is negatively related to the dividend premium in their
study of dividend changes.

In column 3, we show that our findings are unchanged even if we exclude from our
sample all firms that have repurchased shares in the past. Finally, column 4 shows that special
dividend payment behavior does not convey any information regarding the initiation of regular

dividends.

I1I. E. Further Evidence of Maturity
In this section, we add to the hazard regressions two variables that other studies have
documented to significantly affect the propensity to pay dividends. These are idiosyncratic risk
(the standard deviation of residuals from the Fama-French 3 factor model), and the ratio of
retained earnings to total equity. These regressions are shown in table X.
Hoberg and Prabhala (2005) find that idiosyncratic risk is negatively related to the
propensity to pay dividends and argue that investor sentiment does not affect this

propensity once idiosyncratic risk is taken into account. In table X, we find that 1)

%% Nonetheless, this would not imply a substitution of repurchases for dividends except for firms whose
cash flow has already stabilized. For example, a firm that is close to maturity, but not yet at maturity, may
repurchase shares even when the dividend premium is high. Firms repurchase shares when they want to
pay out temporary cash flows or when they are not quite sure that their cash flow has stabilized
(Jagannathan, Stephens and Weisbach (2000) and Guay and Harford (2000)), i.e. maturity is not a
necessary condition for repurchases.

2! Results are available upon request.

18



initiators have lower idiosyncratic risk than non-initiators prior to initiation;** and 2)
initiators experience a larger decline in idiosyncratic risk around the event than non-
initiators.”> This lends further support for the maturity hypothesis whereby firm maturity
coincides with a decline in idiosyncratic risk.** In contrast to Hoberg and Prabhala
however, we find that the dividend premium still affects the propensity to initiate
dividends even after controlling for idiosyncratic risk. Similarly, the positive and
significant effect of a high dividend premium on the abnormal returns around initiation
announcements (fp in equation 6) remains even when idiosyncratic risk is included as an
explanatory variable (results not reported for brevity).

De Angelo, De Angelo and Stulz (2005) have documented that the propensity to pay
dividends is significantly related to the firm’s earned/contributed capital mix, as measured by the
ratio of retained earning to total equity. De Angelo, De Angelo and Stulz assert that this ratio is
a good indicator of a firm’s life cycle stage. In table X we find that initiators do indeed have
higher retained earnings compared to non-initiators. There is no significant change in retained
earnings across an initiation. This provides further evidence for the maturity hypothesis.
Moreover, the inclusion of retained earnings does not significantly reduce the impact of the other
variables on the likelihood of initiation.

Overall, our main findings remain even with the inclusion of idiosyncratic risk and
retained earnings. Furthermore, the effect of these variables on the propensity to initiate a

dividend is consistent with the maturity hypothesis.

*Not reported in the table for brevity, we also find that after controlling for past values, idiosyncratic risk is
significantly lower for initiators post-initiation.

3 Using a sample of 72 dividend initiations over the period 1972-1983, Venkatesh (1989) has found that
stock return volatility declines after initiation and this decline is mainly due to the decline in the firm-
specific component of volatility.

24Hoberg and Prabhala (2005) list other explanations for this negative relationship between idiosyncratic
risk and dividend payment propensity, which is scope for future work. We do not necessarily view these
alternative explanations as being inconsistent with the maturity hypothesis. For example, Hoberg and
Prabhala mention that idiosyncratic risk can also be a proxy for growth opportunities. We find that firms
that initiate dividends already have lower market to book ratios, consistent with the results for idiosyncratic
risk. Another explanation could be that idiosyncratic risk proxies for cash flow risk. Our results do not
change when we repeat the analyses with the volatility of earnings growth in lieu of the standard deviation
of stock returns. We view a reduction in the volatility of earnings growth as a sign that cash flows are
stabilizing and, taken together with the higher profitability of initiators, an indicator of firm maturity.
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II1. F. Further Predictions of the Catering Theory

Our hazard model results so far support the predictions of the catering theory —
controlling for life-cycle factors, initiation is more likely when the premium is higher, and the
abnormal return around an initiation is also higher when the dividend premium is higher. In
addition to the above results, our methodology also enables us to neatly test some additional
implications of catering theory.” Firms may be expected to differ in both the availability of
opportunities for exploiting temporary mispricing and the ability to do so. In the context of
dividend initiations, firms that have high financial flexibility (as indicated by large cash
balances) will be able to pursue a relatively more independent capital expenditure policy. Such
firms have a greater ability to cater to market sentiment for dividends (by initiating payments)
than firms that have no slack in their finances. As regards availability, arbitrage is more likely to
quickly iron out mispricings in the case of firms with high stock turnover than in the case of
firms whose shares are sparsely traded. Our hazard model methodology is uniquely suited to
testing these cross-sectional implications of catering theory.

We test these two predictions of the theory in Table XI — essentially, we augment the
hazard model in table VI by including dummy variables for high cash balance (columns 1 and 2)
and high stock turnover (columns 3 and 4) and their interaction with the dividend premium. High
cash balance is defined as having a ratio of cash to assets in the top quartile (half) of the sample
in column 1 (column 2). High stock turnover is defined as having a median ratio of shares traded
to shares outstanding in the top quartile (half) of the sample in column 3 (column 4). We find
that the effect of the premium on initiations does not really depend on financial flexibility — the
interaction variable is insignificant in columns 1 and 2. However, the role of stock turnover is in
the predicted direction — the interaction variable is negative and significant in columns 3 and 4.
We find similar results when we use measures of cash generation (ratio of OIBD to assets) in
place of cash balances and when we use the mean ratio of shares traded to shares outstanding in

place of the median.

ITI. G. Alternatives to Catering
Banerjee, Gatchev, and Spindt (2003) have shown that stocks that are more liquid
are less likely to pay out dividends. The idea is that firms that pay dividends allow

> We thank Jeff Wurgler for pointing this out.
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investors to cash out and avoid transaction costs at the same time. Moreover, Banerjee,
Gatchev and Spindt also find that the declining propensity to pay dividends over the last
two decades documented by Fama and French (2001) can be explained by the increase in
market liquidity over this same period. This is also the same time period for which the
dividend premium of Baker and Wurgler (2004) has been consistently negative.
Alternatively, Fenn and Liang (2001) show that over the period 1993-1997, the decline in
dividend payment propensity is associated with the growth in management stock options.
They argue that stock options create incentives for reducing dividends since stock options
are less valuable the higher the dividends paid by the stock, as suggested by Lambert,
Lanen and Larcker (1989).

Thus, it is possible that our findings in support of the catering theory are being
driven by either the improvement in market liquidity or the increased usage of executive
stock options over the last two decades. In table XII, we include the ratio of absolute
return to dollar volume® as a proxy for stock illiquidity in the hazard regression.
Affirming the results of Banerjee, Gatchev, and Spindt, we find that firms are more likely
to initiate a dividend when their illiquidity measure is higher (column 1). The change in
illiquidity is, however, not a significant predictor of initiations (column 3). We then
include Fenn and Liang’s proxy for stock options, namely, the ratio of total shares
reserved for conversion (Compustat annual data item 40) to the shares outstanding.
Consistent with Fenn and Liang’s findings for dividend increases, we find that firms are
less likely to initiate dividends if they have a greater fraction of shares reserved for
conversion to stock options and other purposes (column 2). The change in shares reserved
for options is not a significant predictor of initiations (column 4). The sample size for
these regressions is smaller than the baseline regressions, due to lack of data for many
firms. Overall, our basic findings remain - a dividend is more likely to be initiated by a

mature firm that faces a high dividend premium.

*Following Amihud (2002), this proxy is calculated as the annual mean of the daily ratio of absolute
returns to dollar volume.

21



II1. H. Time Trend in the Dividend Premium

The dividend premium and the propensity to initiate dividends have been trending
over time, and it is possible that the relationship between the dividend premium and the
initiation propensity is driven by this.”” To address this issue, we test the following
alternatives to our baseline specification: 1) inclusion of the change in the dividend
premium calculated analogous to the other variables as the change in the 3-year average
value around the current year; 2) inclusion of time period dummies; and 3) de-trending
the dividend premium by extracting the residuals from a regression of the premium on a
linear time trend. Table XIII presents these results.

Column 1 of the table shows that the coefficient on the change in the premium is
negative and statistically significant. This suggests that initiation coincides with an
impending decline in the dividend premium. In column 2, we include the level of
dividend premium in addition to the change and find that the coefficient on the level is
positive and significant while the coefficient on the change remains negative and
significant. Thus, initiations are more likely to occur when the premium is relatively high,
but likely to decline in the future compared to the recent past. This evidence is suggestive
of firms trying to pick a period when the premium is highest. All the other coefficients
are similar to those in the baseline specifications. These findings lend further support for
the maturity and catering hypotheses. We have also repeated the robustness analyses in
tables IX-XII including the change in the premium. These results, not reported for
brevity, are consistent with our earlier findings.

In columns 3 and 4, as an alternative to using the change in the premium, we
include time period dummies for each five year period from 1965-1999. (Using year
fixed effects results in high correlation with the dividend premium which varies only by
year. The use of time period dummies mitigates this problem.) The dividend premium
and the change in the premium continue to have significant positive and negative effects,
respectively, on the likelihood of initiation. In column 5, we include both time period
dummies and the residual from a regression of the dividend premium on a linear time

trend. The coefficient on the residual is positive and significant.

7' We thank an anonymous referee for pointing this out.
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Overall, our results indicate that the effect of the dividend premium on initiation

propensity is not an artifact of the time trends in the two variables.

I1I. I. Tax Clienteles

Another factor that could affect the timing of initiations is the composition of a firm’s
shareholder base. Allen, Bernardo and Welch’s (2000) tax-clientele theory predicts that
institutions may prefer dividend paying firms for tax reasons, and since institutions are also
better monitors, a firm may be able to signal its quality by initiating dividends and attracting
institutional investors. In order to examine the importance of tax-based dividend clienteles, we
collected data on the institutional holdings of each firm’s stock from CDA/Spectrum’s
Institutional 13(f) Common Stock Holdings and Transactions database (available from 1980
onwards). We then repeated the estimations in tables IV, V and VI, including the change in
institutional holdings around the initiation, calculated analogous to the other variables. Our basic
results (not reported here for brevity) are unchanged — the coefficients on all the key variables
are of the same sign, magnitude and significance as earlier. Further, the coefficient on the change
in institutional ownership is negative and significant in the matched sample regressions, and
positive but insignificant in the hazard regressions. These results are contrary to the tax-based

dividend clientele theories.

IV. Robustness
IV. A. Parametric Hazard Rate

The Cox proportional hazard model that we have used assumes no restrictions on the
shape of the baseline hazard function, 4. It could be argued that this is not appropriate, and that
as a firm ages, its propensity to initiate dividends increases, independent of any changes in its
characteristics. For example, older firms may face less informational asymmetries with lenders
and shareholders, and may therefore be able to reduce their reliance on internal cash flows for
financing investments. One commonly used parametric specification of the baseline hazard that
allows the hazard rate to change monotonically over time is the Weibull model. In this model,
the baseline hazard is specified as: /y= p#~’. If the shape parameter p is greater than one, then
the hazard rate is increasing over time. We have re-estimated our main regressions in tables V

and VI with the Weibull specification for the baseline hazard. All our main results are
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unchanged. The shape parameter is significantly higher than one for less than 5% of the two-digit
industry strata, indicating that the hazard rate does not increase monotonically over time for the
vast majority of industries. This suggests that our use of the Cox proportional hazard model is

not inappropriate.

IV. B. The year of birth

In our hazard model analysis, we have used the IPO year as the year of birth of the firm.
This is because the IPO date is clearly identifiable for the majority of firms. However, firms may
differ in the length of time between incorporation and IPO. This time gap may systematically
vary across industries and also be correlated with firm characteristics such as size and
profitability. This may therefore bias our hazard model results on the relationship between firm
characteristics and the initiation decision. Before dealing with this issue, it must be noted that the
matched sample results are not affected by this problem, and since our matched sample results
are similar to the hazard model results, the preliminary evidence suggests that this issue is not
significant. To confirm this intuition, we collected data on the incorporation year from a search
of the Lexis-Nexis Academic database (Source: S&P’s Corporate Descriptions and News). Since
this was a time-consuming process, we searched for this information for a randomly selected
subsample of 1000 firms. We were able to identify the incorporation year for 494 firms, of which
136 were initiators. We re-estimated all our main regressions (tables V and VI) with the
incorporation year as the year of birth and found mostly identical results. The dividend premium
is positive and significant, and there is no significant change in growth or profitability around

initiations.

IV. C. Other Robustness Checks

We have also performed other tests to examine the robustness of our results. We have
repeated all our estimations with the percentage change in profitability and risk measures, rather
than the absolute change, as our explanatory variables, and obtained similar results — the only
difference occurs in the Fama-French market beta, the negative coefficient on which is now
significant. This is further support for the maturity hypothesis. Our results are unaffected when
we use the net income before extraordinary items (COMPUSTAT data 18) instead of the

operating income before interest and depreciation to calculate ROA. Similarly, inclusion of a
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measure of leverage™ does not alter the results. We estimated the betas using monthly returns
over the three years before (L) and after (F) each firm-year observation and our results are
unchanged. To address the issue that the Fama-French betas may be highly correlated, we use
the cost of capital estimated from the Fama-French 3 factor model in lieu of these betas. We find
that both the level and the change in the cost of capital do not affect the likelihood of initiation.
We have also repeated the regressions using alternative measures of the sentiment for dividends
from BW (2004a) and obtained similar results. In addition, we constructed a new measure of the
dividend premium by creating a matched sample of dividend payers and non-payers by year, 2-
digit SIC code, total assets (size) and return on assets (profitability).”” Matching firms were
chosen based on the similarity of their size and profitability levels within each year and 2-digit
SIC code. We performed all of our analysis with this alternative measure of the dividend
premium with very similar results.

We also repeated the matched sample estimations with the firm age (measured by years
from IPO as well as from incorporation) as an additional explanatory variable. While the control
firms are slightly younger than the initiators, with an average age of 5.32 years from IPO as
against 6.61 years for initiators, we find that this difference does not drive any of our main
findings.

Our results are also robust to the issue of earnings announcements. Given the well-known
phenomenon of post-earnings announcement drift, it is possible that some of the positive
announcement effect of initiations is due to the earnings announcements immediately preceding
them. If the timing or size of such earnings surprises was systematically correlated with the
dividend premium, then our results could be at least partly attributable to earnings surprises
rather than the dividend initiations. To control for this, we repeated the announcement effect
regressions in table VIII after dropping all initiation announcements that were preceded by an
earnings announcement within 10 days. In columns (7) and (8), we present the results using this
sub-sample of initiators. Clearly, the results are even stronger for this sub-sample.

In order to address concerns about sample selection caused by our data requirement for

calculating the three-year lagged and forward averages, we redefined the L-variable as the one-

% We have used several measures of leverage including the ratio of long term debt to the book value of assets, the
ratio of total debt to the book value of assets and the ratio of total debt to the market value of assets, with largely
similar results.

2 We thank an anonymous referee for suggesting this.
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year lagged value and the F-variable as the one-year forward value. This enabled us to include all
initiations for which data is available in the initiation year and the two adjoining years (t-1 and
t+1). This nearly doubled the number of observations, including the number of initiations, but

our results (not reported here) hardly changed.

V. Conclusion

We find that the timing of dividend initiations is best explained by a synthesis of the
maturity hypothesis with the catering theory. In the mature stage of a firm’s life cycle, the firm’s
propensity to initiate dividends is high. Dividend initiators are large, stable firms that have
achieved consistently high profitability levels, generate a lot of cash, but do not find many
profitable investment opportunities. However, the event of initiation itself does not signal firm
maturation since neither profitability nor systematic risk changes significantly in the six years
around initiation. Exploring further, we find that the firm is also concerned with the premium (or
penalty) that attaches to dividend paying stocks. Controlling for life cycle factors, the timing of
the initiation and the positive announcement effect are partly explained by the market sentiment

for dividends.
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Appendix

Variable Definitions (CRSP-COMPUSTAT Merged Database)

Total Assets = data6

Sales Growth= (datal2 — L.datal2)/L.datal2

Capital expenditures = datal28/data6

Cash = datal/data6

ROA = datal3/data6 (datal3 = operating income before depreciation)

Market to Book ratio = (data25*datal99+data6-book equity)/data6
where Book equity = data6-datal81-datalO0+data35

All measures are winsorized at the 1 % tails. L is the lag operator. The explanatory variables in
the regressions are 3 year moving averages of these measures.

Regular Dividends
Any distribution recorded in the CRSP database that has share codes 10 or 11 and distribution
codes 12XY, where X is not equal to 3, 7 or 9 and Y stands for any digit.

Repurchases
Follows Fama and French (2001).

Treasury Stock = data226.

Change in Treasury Stock for fiscal year t = Change in data226 from year (t-1) to t, unless the
firm uses the retirement method to account for repurchases.

Firm uses retirement method if footnote 45 = TR or if data226=0 in contiguous years.

Special Dividends
Any distribution recorded in the CRSP database that has share codes 10 or 11 and distribution
codes 127X or 129X, where X is an integer between 0 and 9.
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Table I. Initiators and Control Firms by Year

A firm is included in the sample if: (i) it had its IPOs after 1963 if listed on NYSE or AMEX, or after 1973 if
listed on the NASDAQ; (ii) it had been listed for at least 2 years; (iii) its SIC code was not in the 4900-4999 or
6000-6999 range; (iv) data on Compustat data items 1, 6, 10, 12, 13, 25, 128 and 199 are available for the firm
for the 6 fiscal years surrounding each observation. Initiations are defined as the first cash dividend payment on
CRSP since the IPO of the firm, with distribution code 1212, 1232, 1242 or 1252, and share code 10 or 11.

Fiscal No. of Percentage No. of Total No.
Year Initiations of all Initiations Non-initiatiors of Firms
1966 0 0 4 4
1967 0 0 13 13
1968 2 0.54 13 15
1969 0 0 21 21
1970 1 0.27 43 44
1971 2 0.54 81 83
1972 10 2.72 105 115
1973 20 5.43 114 134
1974 17 4.62 115 132
1975 25 6.79 104 129
1976 33 8.97 76 109
1977 21 5.71 73 94
1978 8 217 85 93
1979 8 217 95 103
1980 2 0.54 113 115
1981 4 1.09 119 123
1982 4 1.09 146 150
1983 6 1.63 195 201
1984 5 1.36 254 259
1985 5 1.36 296 301
1986 5 1.36 411 416
1987 11 2.99 449 460
1988 24 6.52 478 502
1989 23 6.25 547 570
1990 23 6.25 606 629
1991 14 3.8 623 637
1992 13 3.53 649 662
1993 23 6.25 682 705
1994 14 3.8 776 790
1995 18 4.89 863 881
1996 9 2.45 1,003 1,012
1997 10 2.72 1,079 1,089
1998 8 2.17 1,131 1,139

Total 368 100 11,362 11,730




Table II. Initiators and Control Firms - Summary Statistics

The sample spans the period 1966-1998. All firms had their IPOs after 1963 if listed on NYSE or AMEX, or after 1973 if listed on the NASDAQ. Initiating firms were required to be listed for at least 2
years prior to initiation. Cumulative Repurchases is the number of times the firm has repurchased shares in the past. Following Fama and French (2001), a repurchase is defined as an increase in the
treasury stock.The dividend premium is from Baker and Wurgler (2004a).

Variable Mean Median  Std. Dev. Min Max
Assets ($ mn) 203.17 36.02 991.45 0.27 31518.00
Sales growth (%) 27.47 13.26 92,17 -96.50 1025.00
Capital Expenditures/Assets (%) 7.38 4.76 8.07 0.00 53.65
Cash/Assets (%) 17.13 8.98 19.91 0.00 93.03
ROA (%) 6.07 10.85 23.00 -273.25 43.58
Market to Book 2.13 1.43 2.15 0.49 20.82
Market Beta 1.06 1.06 0.90 -1.57 3.50
SMB Beta 1.04 1.00 1.08 -2.01 4.29
HML Beta 0.07 0.09 141  -3.92 4.14
Cumulative Repurchases 0.95 0.00 1.78 0 15
Dividend Premium -3.67 -7.30 14.05 -26.20 26.60
Number of Firms 2333

Number of Initiators 368

Number of Observations 11730

Table I11. Correlation between key variables

Log Sales Capex/ Cash/ Market Market SMB HML Cumulative  Dividend
Assets Growth ~ to Assets  Assets ROA to Book  Beta Beta Beta Repurchases Premium
Log Assets 1

Sales growth 0.0103 1

Capital Expenditures/Assets 0.1133 0.0458 1

Cash/Assets -0.074 0.0963 -0.1485 1

ROA 0.3207 -0.0252 0.1045 -0.2457 1

Market to Book -0.1298 0.1538 0.016 0.3365  -0.3304 1

Market Beta 0.2056 0.043 0.0321 0.1062  -0.0047 0.1195 1

SMB Beta -0.0027 0.0165 -0.0172 0.0727  -0.0687  0.0554 0.5608 1

HML Beta -0.1172 -0.0583 -0.0391 -0.1103  -0.0402 -0.1214 0.3876 0.2901 1

Cumulative Repurchases 0.1690 -0.0318 -0.0245 -0.0529 0.0681 -0.0485 -0.0167 -0.0259 0.0315 1

Dividend Premium 0.0793 -0.0413 -0.0497 -0.0483 0.0429 -0.1004 0.0585 0.0605 0.0849 -0.0355 1




Table IV. Cross-Sectional Logit Regressions

Logit estimates of factors affecting the initiation decision. The sample includes 287 initiators and 287 size and industry matched non-initiators. "L"
stands for past values and is the average over the 3 years ending in the current year. "F" stands for future values and is the average over the 3 years
following the current year. "D" stands for the change from L to F (i.e., F-L). p values in parentheses, calculated from bootstrapped robust standard
errors with 500 repetitions. + denotes significance at 10%, * at 5% and ** at 1%.

(1) (2) 3
Log Assets 0.3052 **  0.3095 **|Log Assets 0.2422 **
(0.000) (0.000) (0.000)
L-Sales Growth 0.0006 0.0016 D-Sales Growth -0.0002
(0.833) (0.523) (0.917)
L-Capital Expenditures/Assets -0.0199 -0.0463 + |D-Capital Expenditures/Assets 0.0510 *
(0.173) (0.088) (0.014)
L-Cash/Assets 0.0323 **  0.0292 + [D-Cash/Assets 0.0040
(0.000) (0.051) (0.699)
L-ROA 0.1173 **  0.0856 **|D-ROA -0.0107
(0.000) (0.000) (0.255)
L-Market to Book -0.3804 * -0.2767 D-Market to Book 0.0325
(0.034) (0.171) (0.752)
L-Market Beta -0.5540 * -0.2715 D-Market Beta -0.1073
(0.020) (0.368) (0.567)
L-SMB Beta 0.1191 0.1577 D-SMB Beta -0.1962
(0.528) (0.444) (0.175)
L-HML Beta 0.2908 * 0.1677 D-HML Beta 0.1320
(0.039) (0.266) (0.166)
F-Sales Growth -0.0089
(0.194)
F-Capital Expenditures/Assets 0.0460 +
(0.066)
F-Cash/Assets 0.0079
(0.595)
F-ROA 0.0383 *
(0.025)
F-Market to Book -0.0649
(0.712)
F-Market Beta -0.2794
(0.318)
F-SMB Beta -0.2781
(0.156)
F-HML Beta 0.3910 **
(0.008)
Nasdag Dummy -0.6181 *  -0.5728 + |Nasdag Dummy -0.2434
(0.047) (0.060) (0.360)
IPO Dummy 1970s -0.9421 * -0.9563 * |IPO Dummy 1970s -0.8085 +
(0.043) (0.040) (0.094)
IPO Dummy 1980s -0.4057 -0.4485 IPO Dummy 1980s -0.4636
(0.289) (0.241) (0.263)
IPO Dummy 1990s -1.1776 **  -1.3648 **|IPO Dummy 1990s -1.1966 **
(0.009) (0.002) (0.005)
Constant -1.2323 **  -1.2693 * |Constant -0.3104
(0.006) (0.017) (0.518)
Pseudo-R2 (%) 18.91% 21.96% Pseudo-R2 (%) 5.96%
Observations 574 574  |Observations 574




Table V. Hazard Model Regressions

Cox proportional hazard model estimates of factors affecting the initiation decision. The sample includes 368 initiating firms and 1965 non-
initiators followed from the IPO. "L" stands for past values and is the average over the 3 years ending in the current year. "F" stands for future
values and is the average over the 3 years following the current year. "D" stands for the change from L to F ( i.e., F-L). p values in parentheses,
calculated from bootstrapped robust standard errors with 500 repetitions. + denotes significance at 10%, * at 5% and ** at 1%.

(1) (2) 3
Log Assets 0.3006 ** 0.2933 **|Log Assets 0.2865 **
(0.000) (0.000) (0.000)
L-Sales Growth -0.0008 0.0001 D-Sales Growth -0.0003
(0.672) (0.964) (0.639)
L-Capital Expenditures/Assets -0.0296 ** -0.0345 * [D-Capital Expenditures/Assets 0.0299 **
(0.006) (0.015) (0.002)
L-Cash/Assets 0.0215 ** 0.0361 **|D-Cash/Assets -0.0141 *
(0.000) (0.000) (0.014)
L-ROA 0.0995 ** 0.0788 **|D-ROA -0.0053 +
(0.000) (0.000) (0.056)
L-Market to Book -0.3872 ** -0.3577 **|D-Market to Book 0.0684 +
(0.000) (0.000) (0.054)
L-Market Beta -0.2501 * -0.1057 D-Market Beta -0.0036
(0.067) (0.478) (0.972)
L-SMB Beta 0.0711 0.0724 D-SMB Beta -0.093
(0.500) (0.549) (0.226)
L-HML Beta 0.1531 * 0.0867 D-HML Beta 0.0201
(0.048) (0.280) (0.700)
F-Sales Growth -0.0066 *
(0.020)
F-Capital Expenditures/Assets 0.0026
(0.854)
F-Cash/Assets -0.0173 *
(0.034)
F-ROA 0.0335 **
(0.000)
F-Market to Book 0.0009
(0.991)
F-Market Beta -0.1752
(0.253)
F-SMB Beta -0.0325
(0.768)
F-HML Beta 0.1536 +
(0.062)
Nasdag Dummy -0.7745 ** -0.6927 **[Nasdag Dummy -0.7420 **
(0.000) (0.000) (0.000)
IPO Dummy 1970s -0.1918 -0.2640 IPO Dummy 1970s -0.1030
(0.184) (0.154) (0.596)
IPO Dummy 1980s -0.7300 ** -0.8272 **{IPO Dummy 1980s -0.8086 **
(0.000) (0.000) (0.000)
IPO Dummy 1990s -2.1583 ** -2.4319 **{IPO Dummy 1990s -2.4032 **
(0.000) (0.000) (0.000)
Pseudo-R2 (%) 19.59% 20.67% Pseudo-R2 (%) 11.26%
Observations 11730 11730 Observations 11730




Table VI. Hazard Model Regressions with the Dividend Premium

Cox proportional hazard model estimates of factors affecting the initiation decision. The sample includes 368 initiating firms and 1965 non-initiators
followed from the IPO. "L" stands for past values and is the average over the 3 years ending in the current year. "F" stands for future values and is the
average over the 3 years following the current year. "D" stands for the change from L to F (i.e., F-L). The Dividend Premium is derived from Baker anc
Waurgler (2004a) and is the log difference in the market to book ratios of dividend payers and non-payers. p values in parentheses, calculated from
bootstrapped robust standard errors with 500 repetitions. + denotes significance at 10%, * at 5% and ** at 1%.

1) (2) 3)
Log Assets 0.1186 * 0.0911 + [Log Assets 0.1583 **
(0.013) (0.074) (0.000)
L-Sales Growth -0.0003 0.0006 D-Sales Growth -0.0006
(0.885) (0.760) (0.290)
L-Capital Expenditures/Assets -0.0257 * -0.0284 * |D-Capital Expenditures/Assets 0.0254 *
(0.013) (0.045) (0.011)
L-Cash/Total Assets 0.0212 ** 0.0353 **|D-Cash/Assets -0.0132 *
(0.000) (0.000) (0.014)
L-ROA 0.0997 ** 0.0789 **|D-ROA -0.0058 *
(0.000) (0.000) (0.026)
L-Market to Book -0.4677 ** -0.4429 **|D-Market to Book 0.0450
(0.000) (0.000) (0.190)
L-Market Beta -0.0298 0.0064 D-Market Beta 0.0332
(0.812) (0.963) (0.748)
L-SMB Beta 0.0046 0.0058 D-SMB Beta -0.0696
(0.966) (0.958) (0.356)
L-HML Beta 0.0270 -0.0095 D-HML Beta -0.0308
(0.714) (0.903) (0.586)
F-Sales Growth -0.0083 **
(0.002)
F-Capital Expenditures/Assets -0.0029
(0.833)
F-Cash/Assets -0.0172 *
(0.024)
F-ROA 0.033 **
(0.000)
F-Market to Book -0.0189
(0.820)
F-Market Beta 0.0244
(0.862)
F-SMB Beta -0.0182
(0.865)
F-HML Beta -0.0103
(0.888)
Nasdag Dummy -0.9299 ** -0.8737 **[Nasdag Dummy -0.9995 **
(0.000) (0.000) (0.000)
Dividend Premium 0.0254 ** 0.0245 **|Dividend Premium 0.0290 **
(0.000) (0.000) (0.000)
Pseudo-R2 (%) 17.17% 18.14% Pseudo-R2 (%) 8.12%
Observations 11730 11730 Observations 11730




Table VII. Announcement Effects Summary Statistics

Abnormal returns around 329 initiation events between 1966 and 1998. CAR and MCAR are the cumulative
abnormal returns during the 3-day window around an initiation announcement. CAR is calculated using the Fama-
French three factor model, while MCAR is the return over the CRSP value-weighted index. Dt is the initial
dividend amount, Pt refers to the closing stock price on the date of initiation and P(t-10) the price ten trading days
prior to that. Yields are winsorized at the 1% level.

Mean Median  Std. Devn. Min Max
Dividend Yield (Dt/Pt) 0.98% 0.53% 1.98% 0.04% 25.00%
Dividend Yield (Dt/P(t-10)) 1.02% 0.56% 2.04% 0.04% 23.08%
CAR - 3 day 3.81% 2.24% 8.63% -16.29% 53.54%

MCAR - 3 day 3.94% 2.08% 9.04% -12.33%  59.43%




Table VIII: The Dividend Premium and Announcement Effects

The dependent variable is the cumulative abnormal return (CAR) in the 3-day window around initiation, using the Fama-French 3 factor model.
Dividend Premium, derived from Baker and Wurgler (2004a), is the log difference in the market to book ratios of dividend payers and non-payers.
High Dividend Premium = 1 if the dividend premium is greater than the median value (-7.3) over the sample period 1966-98. Even numbered
columns give the results with the dividend yield calculated using the stock price 10 days prior to initiation."D" stands for the absolute change in the 3
year average value of the variable around the current year. Columns 7 and 8 omit instances where the initiation announcement was preceded within
10 days by an earnings announcement. Estimation is by OLS. p values in parentheses, calculated from bootstrapped robust standard errors with 500
repetitions. + denotes significance at 10%, * at 5% and ** at 1%.

(1) (2) 3) (4) (5) (6) (7 (8)
High Dividend Premium 0.0222* 0.0223* 00175* 00179* 00161+ 00165% 00217 0.0219%
(0.015)  (0.017) (0.047)  (0.048)  (0.076)  (0.048)  (0.017)  (0.031)
Dividend Yield (Dt/Pt) 0.5467 0.3185 0.3055 0.0623
(0.484) (0.680) (0.655) (0.916)
Dividend Yield (Dt/P(t-10)) 0.6813 0.4694 0.4563 0.1274
(0.374) (0.542) (0.460) (0.873)
Log Assets -0.0102%  -0.0094* -0.0103** -0.0096* -0.0076+ -0.0073+
(0.010)  (0.012)  (0.009) (0.011)  (0.030)  (0.048)
D-Sales Growth -0.0038  -0.0026  -0.007  -0.0055  -0.0002  -0.0002
(0.958)  (0.972)  (0.945) (0.958)  (0.424)  (0.480)
D-Capex/Assets -0.061  -0.0428 -0.0852 -0.0654  0.001  0.001
(0.976)  (0.984)  (0.954) (0.960)  (0.311)  (0.299)
D-Cash/Assets 03704 03658 03606 03574  -0.0001 -0.0001
(0.448)  (0.430) (0.450)  (0.434)  (0.823)  (0.827)
D-ROA 09323 09615 10578 10857  0.0011  0.0011
(0.232)  (0.224)  (0.194)  (0.170)  (0.124)  (0.133)
D-Market to Book 40141 37518 36632 33965 -0.0026 -0.0026
(0.416)  (0.445)  (0.504)  (0.535)  (0.595)  (0.625)
D-Market Beta -0.0108  -0.0104  0.0026  0.0028
(0.421)  (0.429)  (0.841)  (0.833)
D-SMB Beta 00101  0.01 0.0019  0.0018
(0.342)  (0.367)  (0.854)  (0.863)
D-HML Beta -0.0024  -0.0024  0.0054  0.0053
(0.712)  (0.735)  (0.338)  (0.350)
Constant 0.0202** 0.0185** 0.0704** 0.0653** 0.0731** 0.0680** 0.0514* 0.0493*
(0.001)  (0.002) (0.001)  (0.001)  (0.001)  (0.001)  (0.033)  (0.037)
Observations 329 329 329 329 329 329 185 185

R-squared (%) 3.10% 4.10% 5.90% 6.50% 7.10% 7.70% 7.60% 7.80%




Table IX: Hazard Model Regressions with Repurchases and Special Dividends

Cox proportional hazard model estimates of factors affecting the initiation decision. The sample includes 368 initiating firms and
1965 non-initiators followed from the IPO. "D" stands for the absolute change in the 3 year average value of the variable around
the current year. The dividend premium is derived from Baker and Wurgler (2004a) and is the log difference in the market to
book ratios of dividend payers and non-payers. Cumulative Repurchases is the number of times the firm has repurchased shares in
the past. A repurchase is defined in column 1 as an increase in treasury stock and in column 2 as the net purchases of common
and preferred stock. For column 3, the sample is restricted to firms that had never repurchased shares (by either measure) prior to
initiation. In column 4, we include a dummy variable that equals 1 if a firm has paid special dividends prior to initiation. Special
dividends are defined to be distributions with codes 127X or 129X on the CRSP database, where X is an integer between 0 and 9.
p values in parentheses, calculated from bootstrapped robust standard errors with 500 repetitions. + denotes significance at 10%, *

(1) (2) 3) (4)
Log Assets 0.1510**  0.1689**  0.1947** 0.1578**
(0.000) (0.000) (0.000) (0.000)
D-Sales Growth -0.0007 -0.0007 -0.0002 -0.0006
(0.251) (0.225) (0.758) (0.283)
D-Capital Expenditures/Assets 0.0251* 0.0250* 0.0174 0.0254*
(0.015) (0.013) (0.154) (0.014)
D-Cash/Assets -0.0131* -0.0136*  -0.0195** -0.0132*
(0.020) (0.010) (0.004) (0.018)
D-ROA -0.0058* -0.0062*  -0.0066+ -0.0058*
(0.026) (0.025) (0.052) (0.037)
D-Market to Book 0.0439 0.038 0.0410 0.0453
(0.221) (0.290) (0.366) (0.188)
D-Market Beta 0.0263 0.0314 0.0622 0.0337
(0.792) (0.768) (0.613) (0.747)
D-SMB Beta -0.0699 -0.0800 -0.0557 -0.0690
(0.357) (0.331) (0.546) (0.371)
D-HML Beta -0.0298 -0.0194 -0.0594 -0.0313
(0.600) (0.728) (0.393) (0.587)
Nasdag Dummy -0.9971**  -0.9361** -1.2287**  -0.9996**
(0.000) (0.000) (0.000) (0.000)
Dividend Premium 0.0298**  0.0312**  0.0271** 0.0290**
(0.000) (0.000) (0.000) (0.000)
Ever paid special dividends 0.2313
(0.977)
Cumulative Past Repurchases 0.2193 0.2999**
(0.344) (0.000)
Cumulative Past Repurchases x Post-1982 -0.137 -0.1813*
(0.564) (0.0210)
Pseudo-R2 (%) 8.30% 9.05% 11.74% 8.12%

Observations 11730 11730 7698 11730




Table X. Further Evidence of Maturity

Cox proportional hazard model estimates of factors affecting the initiation decision. The sample includes 368 initiating firms and 1965 non-initiators followed from the IPO.
"L" is the average over the 3 years ending in the current year. "D" stands for the absolute change in the 3 year average value of the variable around the current year.
Idiosyncratic risk is the standard deviation of daily residuals from a Fama French 3 factor model. The Dividend Premium is derived from Baker and Wurgler (2004a) and is
the log difference in the market to book ratios of dividend payers and non-payers. p values in parentheses, calculated from bootstrapped robust standard errors with 500
repetitions. + denotes significance at 10%, * at 5% and ** at 1%. Columns 2 and 4 have fewer observations due to missing data for retained earnings/total equity.

(1) (2) 3) (4)
Log Assets 0.0408 *  0.0322 Log Assets 0.1715 ** 0.1733 **
(0.318) (0.399) (0.000) (0.000)
L-Sales Growth 0.0019 0.002 D-Sales Growth -0.0007 -0.0007
(0.189) (0.165) (0.114) (0.146)
L-Capital Expenditures/Assets -0.0223 ** -0.0215 **|D-Capital Expenditures/Assets 0.0238 ** 0.0232 *
(0.008) (0.008) (0.009) (0.015)
L-Cash/Total Assets 0.017 ** 0.0167 **|D-Cash/Assets -0.0092 * -0.0088 *
(0.000) (0.000) (0.042) (0.041)
L-ROA 0.0851 ** 0.0831 **[D-ROA -0.0064 ** -0.0067 **
(0.000) (0.000) (0.006) (0.004)
L-Market to Book -0.4943 ** -0.4846 **|D-Market to Book 0.0308 0.0319
(0.000) (0.000) (0.291) (0.308)
L-Market Beta -0.0211 -0.0193 D-Market Beta 0.0473 0.0321
(0.851) (0.859) (0.590) (0.695)
L-SMB Beta 0.0328 0.0404 D-SMB Beta -0.0351 -0.0361
(0.743) (0.695) (0.609) (0.598)
L-HML Beta 0.1178 + 0.112 + |D-HML Beta -0.0645 -0.0596
(0.075) (0.084) (0.186) (0.224)
L-ldiosyncratic Risk -1.6584 ** -15906 **|D-ldiosyncratic Risk -0.32 ** -0319 **
(0.000) (0.000) (0.000) (0.000)
L-Retained Earnings/Total Equity 0.092  * |D-Retained Earnings/Total Equity 0.004
(0.016) (0.687)
Nasdag Dummy -0.8442 ** -0.8471 **|Nasdagq Dummy -1.0683 ** -1.076 **
(0.000) (0.000) (0.000) (0.000)
Dividend Premium 0.0241 ** 0.0233 **[Dividend Premium 0.0285 ** 0.0284 **
(0.000) (0.000) (0.000) (0.000)
Pseudo-R2 (%) 10.30% 10.40% Pseudo-R2 (%) 5.10% 5.10%
Observations 11730 11696 Observations 11730 11676




Table XI. Catering Opportunities and Catering

Cox proportional hazard model estimates of factors affecting the initiation decision. The sample includes 368 initiating firms and 1965 non-
initiators followed from the IPO. "L" is the average over the 3 years ending in initiation. "D" stands for the absolute change in the 3 year
average value of the variable around the current year. The dividend premium is derived from Baker and Wurgler (2004a) and is the log
difference in the market to book ratios of dividend payers and non-payers. High Cash Balance is a dummy variable that is 1 if the firm's L-
cash ratio is in the top quartile of the sample in column (1) and in the top half of the sample in (2). In columns (3) and (4), High Stock
Turnover is a corresponding dummy variable for the previous year's median ratio of number of shares traded monthly to shares outstanding.
p values in parentheses, calculated from bootstrapped robust standard errors with 500 repetitions. + denotes significance at 10%, * at 5%
and ** at 1%.

(1) (2) 3) (4)
Log Assets 0.1571** 0.1594%* 0.2209%* 0.2105**
(0.000)  (0.000)  (0.000)  (0.000)
D-Sales Growth -0.0006  -0.0006  -0.0009  -0.0009

(0.206) (0.237) (0.111) (0.105)
D-Capital Expenditures/Assets 0.0252**  0.0252**  0.0241*  0.0241*
(0.008) (0.007) (0.018) (0.019)

D-Cash/Assets -0.0115* -0.0103* -0.0132*  -0.0131*
(0.031) (0.043) (0.018) (0.019)
D-ROA -0.0057*  -0.0054* -0.0068* -0.0069*
(0.025) (0.030) (0.012) (0.011)
D-Market to Book 0.0438 0.0458 0.0504 0.0511
(0.177) (0.150) (0.163) (0.158)
D-Market Beta 0.0334 0.0344 -0.0391 -0.0458
(0.722) (0.714) (0.685) (0.636)
D-SMB Beta -0.0684 -0.0673 -0.0687 -0.0692
(0.327) (0.340) (0.346) (0.343)
D-HML Beta -0.0319 -0.0305 0.0106 0.0073
(0.535) (0.557) (0.846) (0.893)
Nasdag Dummy -1.0238** -1.0505** -0.9161** -0.9328**
(0.000) (0.000) (0.000) (0.000)
Dividend Premium 0.0280** 0.0273**  0.0298**  0.0290**
(0.000) (0.000) (0.000) (0.000)
Premium * High Cash Balance 0.0094 0.0043
(0.476) (0.615)
High Cash Balance 0.1673 0.2642*
(0.267) (0.023)
Premium * High Stock Turnover -0.0695*  -0.0529*
(0.015) (0.048)
High Stock Turnover -1.0059** -0.8640**
(0.000) (0.000)
Pseudo-R2 (%) 8.16% 8.31% 9.16% 8.99%

Observations 11730 11730 11280 11280




Table XII. Alternatives to Catering
Cox proportional hazard model estimates of factors affecting the initiation decision. The sample includes 368 initiating firms and 1965 non-initiators followed from the IPO.
"L" is the average over the 3 years ending in the current year."D" stands for the absolute change in the 3 year average value of the variable around the current year. Idiosyncratic
risk is the standard deviation of daily residuals from a Fama French 3 factor model. Illiquidity is the annual mean of the ratio of absolute daily returns to dollar volume. Shares
Reserved denotes the ratio of total shares reserved for conversion to the shares outstanding. The Dividend Premium is derived from Baker and Wurgler (2004a) and is the log
difference in the market to book ratios of dividend payers and non-payers. p values in parentheses, calculated from bootstrapped robust standard errors with 500 repetitions. +
denotes significance at 10%, * at 5% and ** at 1%.

1) (2) 3) 4)
Log Assets -0.1083 + 0.2054 **|Log Assets 0.1025 * 0.2473 **
(0.067) (0.000) (0.012) (0.000)
L-Sales Growth 0.0017 0.0025 D-Sales Growth -0.002 ** -0.0009
(0.417) (0.134) (0.006) (0.245)
L-Capital Expenditures/Assets -0.0327 ** -0.0335 **[D-Capital Expenditures/Assets 0.0236 * 0.0291 **
(0.003) (0.001) (0.040) (0.005)
L-Cash/Total Assets 0.0175 ** 0.0182 **|D-Cash/Assets -0.02 ** -0.013 *
0.000 0.000 (0.001) (0.046)
L-ROA 0.0794 ** 0.0963 **|D-ROA -0.0097 ** -0.0126 **
(0.000) (0.000) (0.006) (0.000)
L-Market to Book -0.4826 ** -0.3966 **|D-Market to Book 0.0315 0.1018 *
(0.000) (0.000) (0.477) (0.035)
L-Market Beta 0.2326 + -0.1908 D-Market Beta -0.1561 0.0536
(0.060) (0.142) (0.137) (0.651)
L-SMB Beta -0.0648 0.1536 D-SMB Beta 0.0305 -0.0789
(0.584) (0.199) (0.702) (0.332)
L-HML Beta 0.0495 0.0923 D-HML Beta 0.0191 0.0122
(0.525) (0.290) (0.739) (0.844)
L-ldiosyncratic Risk -2.9429 ** -1.2854 **[D-Idiosyncratic Risk -0.3122 * -0.5133 **
(0.000) (0.000) (0.011) (0.000)
L-1liquidity 0.009 * D-Illiquidity -0.002
(0.025) (0.266)
L-Shares Reserved -1.0505 * [D-Shares Reserved -0.3873
(0.043) (0.278)
Nasdag Dummy -0.5472 ** -0.6232 **[Nasdag Dummy -0.9788 ** -0.6387 **
(0.001) (0.000) (0.000) (0.000)
Dividend Premium 0.0241 ** 0.0308 **|Dividend Premium 0.0283 ** 0.0263 **
(0.000) (0.000) (0.000) (0.000)
Pseudo-R2 (%) 17.84% 20.41% Pseudo-R2 (%) 8.06% 10.22%
Observations 8028 7800 Observations 7959 5409




Table XIII. Time Trend in the Dividend Premium
Cox proportional hazard model estimates of factors affecting the initiation decision. The sample includes 368 initiating firms and 1965 non-
initiators followed from the IPO."D" stands for the absolute change in the 3 year average value of the variable around the current year. The
Dividend Premium is derived from Baker and Wurgler (2004a) and is the log difference in the market to book ratios of dividend payers and non-
payers. The Dividend Premium Residual is the residual from an OLS regression of the dividend premium on a linear time trend. Columns 3-5
include time period dummies for each consecutive 5 year period from 1965-1999. p values in parentheses, calculated from bootstrapped robust
standard errors with 500 repetitions. + denotes significance at 10%, * at 5% and ** at 1%.

) 2 ©) 4) ()
Log Assets 0.1777 ** 0.2089 ** 0.3185 ** 0.32 ** 0.317 **
(0.000) (0.000) (0.000) (0.000) (0.000)
D-Sales Growth -0.0005 -0.0006 -0.0006 -0.0007 -0.0006
(0.254) (0.193) (0.232) (0.214) (0.240)
D-Capital Expenditures/Assets 0.0186 * 0.0181 * 0.0219 * 0.0194 * 0.0219 *
(0.046) (0.044) (0.014) (0.040) (0.015)
D-Cash/Assets -0.0083 + -0.0093 * -0.009 + -0.0094 + -0.009 +
(0.075) (0.044) (0.072) (0.066) (0.066)
D-ROA -0.0038 + -0.0049 * -0.0059 * -0.0059 * -0.0059 *
(0.066) (0.034) (0.018) (0.023) (0.020)
D-Market to Book 0.0216 0.0384 0.0613 0.0616 0.0617
(0.478) (0.224) (0.107) (0.112) (0.112)
D-Market Beta 0.0383 0.0219 -0.0439 -0.0495 -0.0436
(0.655) (0.779) (0.612) (0.532) (0.582)
D-SMB Beta -0.0777 -0.0668 -0.0748 -0.0746 -0.0746
(0.215) (0.292) (0.219) (0.243) (0.253)
D-HML Beta 0.007 -0.0104 0.0438 0.0605 0.0439
(0.881) (0.820) (0.314) (0.179) (0.335)
Nasdag Dummy -1.1235 ** -0.7931 **  -0.3081 + -0.2537 -0.3115 +
(0.000) (0.000) (0.076) (0.146) (0.060)
Dividend Premium 0.0282 ** 0.021 ** 0.0221 **
(0.000) (0.008) (0.009)
D-Dividend Premium -0.044 ** -0.0351 ** -0.0289 **
(0.000) (0.000) (0.001)
Dividend Premium Residual 0.024 **
(0.006)
Pseudo-R2 (%) 5.30% 5.80% 8.30% 8.00% 8.30%

Observations 10591 10591 11730 10591 11730
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