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Abstract

This article examines the stock market reactions to dividend initiations and
omissions, by studying excess returns for certain time periods. Consistent with
prior literature, we find that the excess returns for omitting firms are significantly
negative the year before and during the announcement. The post-announcement
reaction is, contrary to prior research, significantly positive. For initiating
firms we find positive excess returns before and during the announcement,
but find no evidence for excess returns afterward. Furthermore, we confirm
prior research by showing that the magnitude of the short-run reactions to
dividend omissions is significantly larger than the reactions to initiations. Our
results show that this asymmetry also holds in the long run following a dividend
announcement, something not confirmed in prior research. The short-run
asymmetry is stronger in the sectors Financials and Real Estate and reversed for
Communication Services. Lastly, we find evidence for the relationship between
the post-announcement price response after a dividend omission and the time
until the dividend is reinitiated, indicating that a shorter time until reinitiation

corresponds to a higher three-year post-announcement excess return.

[. INTRODUCTION

IVIDENDS are central to the finan-
D cial markets and are a key driver
of shareholder value. An initiation or
omission of a dividend payout is a visi-
ble change in corporate policy as well as
a clear indicator of the company’s finan-
cial health, as described in Chang, Kang
and Li (2016). Dividends can be paid in
different forms. The most common are
cash dividends, but stock repurchases,
asset dividends and scrip dividends do

*24279@student.hhs.se
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also occur, according to Booth and Zhou
(2017). However, in this paper, we only
examine cash dividends. Dividend pol-
icy is complex and several factors deter-
mine the optimal payout. The general
outline is that dividends are paid when
there is excess liquidity and a lack of
good investment opportunities. Divi-
dends also signal the future financial
strategy of the firm. In times of dis-
tress, firms may omit their dividends.
Likewise, in profitable times firms may
initiate dividend payouts (ibid). As div-
idends are central to the valuation of
a stock, these patterns raise the ques-
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tion of how such announcements impact
stock market returns for investors.

In this paper, we investigate both
long-term and short-term reactions to
announcements of dividend initiations
and omissions. Earlier studies indicate
that there might be excess return in
the case of a change in dividend pol-
icy. Excess returns are returns that
outpace the change in an appropriate
benchmark portfolio for a selected time
period. There has been substantial re-
search in this area prior to our study,
in which some important studies are
Healy and Palepu (1988) and Asquith
and Mullins (1983). These studies indi-
cates a presence of excess returns in the
long run following dividend announce-
ments. Excess returns are indications
of underreaction to information, imply-
ing that the market’s initial reaction
does not incorporate all information con-
veyed. However, some studies, like De
Bondt and Thaler (1985, 1987), find ev-
idence for the opposite — overreactions.
Another interesting question to study is
whether the reactions to initiations and
omissions are symmetric. In a hallmark
paper from 1995 Michaely, Thaler and
Womack study this phenomenon and
find evidence for asymmetry. We aim
to first replicate some of the findings in
Michaely et al. (1995) using Swedish
stock market data and then extend the
scope of the study to investigate the div-
idend omissions further. More specifi-
cally, we study whether these omissions
are permanent or temporary and what
the corresponding implications on long-
term returns are.

To organize our findings, we have
identified three research questions that
are central to our study:

1. How does the stock market react

to dividend initiation and omission
announcements, in the short term
and the long term?

2. Are the market responses to divi-
dend initiations and dividend omis-
sions symmetric and proportional
to changes in dividend yield?

3. Are the long-term market re-
sponses for omitting firms depen-
dent on the time until the dividend
is reinitiated?

For the first research question we hy-
pothesize that the excess returns are
different from zero in both the short and
long terms. For question two, our hy-
potheses are that the market responses
for initiations and omissions are asym-
metric and that the excess returns are
dependent on changes in dividend yield.
Lastly, our third question underlies the
hypothesis that the excess returns for
omitting firms are dependent on the
time until the dividend is reinitiated.
Prior studies have mainly been con-
ducted in the US. This study aims to in-
vestigate the theory in the Swedish mar-
kets, which we believe is a meaningful
environment to study since much of the
corporate governance procedures and
traditions differ from the US (Randgy
and Nielsen, 2002). This study uses
recent data from the period 1990 to
2015, compared to the original study
that collects data from 1964 to 1988.
Data is retrieved from Thomson Reuters
Datastream and the Swedish Tax Au-
thority, including listed and delisted
companies at Nasdaq Stockholm but
excluding foreign depositories. For initi-
ations we determine two criteria for be-
ing included in the sample; (1) the com-
pany should have been listed on Nasdaq
Stockholm for at least two years prior to
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the announcement and (2) the company
should not have paid any dividends be-
fore. Similarly for omissions, we have
one main criterion; the company should
have paid out dividends for at least two
consecutive years prior to the announce-
ment. Ten of eleven sectors are repre-
sented in the sample, with only Utilities
being absent. Our information about
the announcing companies contains the
announcement dates, the stock prices
for selected intervals before and after
the announcement date and the index
prices for these days. We use the index
OMXSPI to compute excess returns and
present it for certain intervals, in line
with Michaely et al. (1995).

The results from our study indicate
that there are significant excess returns
in the short run for initiations and omis-
sions. Firms that omit or initiate divi-
dends do perform better or worse than
index, accordingly. The excess return
for initiations is +1.5 percent (only sig-
nificant at the 10 percent level), and
—2.4 percent (significant at the 5 percent
level) for omissions, when measuring the
three-day period around the announce-
ment date. In the long run, we do not
find any excess returns for initiations
but find significant positive excess re-
turns for omissions, contrary to theory.
These excess returns are large, +33.4
percent and +44.3 percent for the two-
year and three-year period after the an-
nouncement, respectively. The results
show that omissions generate positive
excess returns at a 1 percent significance
level.

Subsequently, we run regressions for
excess returns to dividend yield changes,
to examine if the reactions to omissions
and initiations are symmetric or not.
The regression is performed by compar-
ing the three-day excess returns to the

changes in dividend yield. We present
six different regressions in total, using
grouped, winsorized and default data.
We use each dataset in one regression
with the stock price the day before the
announcement and in one regression
with the one year old price. The re-
gressions indicate that the reaction to
omissions is larger than the reaction to
initiations, even if the coefficients are
not significant in all regressions, which
is in line with theory. We complement
these findings by also running regres-
sions testing whether the asymmetry is
more or less distinct in specific sectors
or time periods. The results show that
there are no certain patterns for specific
years or time periods. However, the re-
action is more pronounced within the
sectors Financials and Real Estate. On
the other hand, one unit change in div-
idend yield corresponds to a negative
effect on the magnitude of the reaction
within the sector Communication Ser-
vices.

We then extend the Michaely et al.
(1995) study by investigating whether
the time from omission to reinitiation of
a dividend affects the three-year excess
return by running two separate regres-
sions (one with normalized data and
one with default data) that measures
the excess return as a function of the
time until reinitiation. The regressions
show that the three-year excess return
is negatively dependent on the time un-
til reinitiation of a dividend that has
been omitted, indicating that shorter
time until reinitiation results in higher
three-year excess return, and vice versa.

Our short-run results to some ex-
tent confirm the findings in a previous
Swedish study by Alkebéck (1997). The
Swedish stock market seems to react
to dividend initiation and omission an-
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nouncements in the same direction as in
the US, but of a smaller magnitude. In
our long-term study, we fail to reject the
null hypothesis and receive results that
are opposite to the results in Michaely
et al. (1995). The results from studying
the time until the reinitiation of an omit-
ted dividend indicate that a shorter time
until reinitiation will generate larger ex-
cess returns. A possible explanation for
this might be that the majority of the
observed omissions took place in severe
financial crises. Our study gives rise to
some future research topics; extension
to other Nordic countries, an in-detail
study of why omissions generate posi-
tive excess returns or applying the same
methodology to dividend changes.

The continued outline of this article is
structured as follows. Section II begins
with a brief overview of current litera-
ture on the research area and a descrip-
tion of our emphasis and contribution
to literature. Section III addresses our
data and methodology, by discussing
the initiation and omission sample se-
lection, benchmark portfolio, return cal-
culations, potential errors and hypothe-
ses. In Section IV we summarize the
descriptive statistics of our datasets and
in Section V we present the empirical
findings in the short term and the long
term. We also examine the asymme-
try between initiation and omission an-
nouncements, as well as the further in-
vestigation of reinitiations of omitted
dividends. Section VI offers interpreta-
tions of our findings and finally some
concluding remarks.

II. LITERATURE REVIEW

The area of dividend announcements
and corresponding stock market reac-

tions is a well-studied topic of finan-
cial research. More specifically, sev-
eral empirical tests have been performed
showing that dividend change announce-
ments are positively correlated with
short-term stock returns during the
days before and after the announce-
ment. Lintner (1956) was one of the
first researchers on the broad topic of
dividends, developing a model of the op-
timal dividend policy. The study finds
that a significant amount of information
is conveyed in the dividend policy de-
cision and that firms tend to increase
(decrease) dividends only if there is a
high probability of higher (lower) fu-
ture cash flows. Modigliani and Miller
(1961), on the other hand, present the
idea that dividend policy is completely
irrelevant under perfect capital markets.
This contradiction has contributed to
the research and resulted in an increased
interest in the topic (Benrud, 2009).

A major contribution to the area of
dividend change announcements is Pet-
tit (1972), that determines that “the
market makes use of announcements of
changes in dividend payments in assess-
ing the value of the security”. He con-
cludes that the majority of the informa-
tion conveyed in the dividend announce-
ment is reflected in the asset price at
the end of the announcement period,
and hence that the market is efficient
on also a short-term basis. On the more
narrowed topic of dividend initiation an-
nouncements, both Asquith and Mullins
(1983) and Healy and Palepu (1988) find
a positive relationship between the initi-
ation of a dividend and the firm’s future
profitability. The latter ones address
both dividend initiations and omissions
and find that firms initiating dividends
have positive earnings changes while an
omission of dividend is corresponding
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to a negative earnings change. How-
ever, Asquith and Mullins (1983) ar-
gue that this information is already con-
veyed in the dividend initiation or omis-
sion announcement and subsequently
taken into account in the market before
the actual earnings announcement, as a
sign of management’s forecast of future
earnings.

A (slightly) more recent paper, that
constitutes the foundation for our study,
is Michaely et al. (1995) that address
the short-term and long-term stock mar-
ket reactions to dividend initiations and
omissions. They study companies listed
on the New York Stock Exchange during
the period from 1964 to 1988 and find
that the short-term excess return when
an initiation is announced (the days be-
fore and after) is +3.4 percent, and 7.0
percent when an omission is announced.
The year before the announcement the
excess return is —31.8 percent for omit-
ting firms and +15.1 for initiating firms.
One year after an initiation announce-
ment the excess return is +7.5 percent,
two years after +15.6 percent and three
years after +24.8 percent. For omit-
ting firms, the excess returns are —11.0,
—~15.0, and —15.3 percent, respectively.
Michaely et al. find an asymmetry be-
tween reactions to dividend omissions
and initiations and conclude that the
short-run market reactions are greater
when a dividend is omitted, compared
to a dividend initiation. They also find
that the reactions to dividend initia-
tions and omissions are “distinct from
and more pronounced” than the reac-
tions to earnings surprises.

The research on dividend initiations
and omissions with evidence from the
Swedish stock market is quite limited.
Lofqvist (2001) investigates, among
other topics in his doctoral thesis, “the

information content of dividends” and
finds that some of the dividend changes
by Swedish firms convey information
about future earnings. He concludes
that this is due to information asym-
metry about the firm’s future earnings
between shareholders and management.
In another doctoral thesis, Alkebéck
(1997) discusses the information con-
tent in dividend initiations and omis-
sions. The results are contradicting
the expected results according to sig-
naling theory and other papers, such
as Michaely et al. (1995), since initia-
tions and omissions seem to convey less
information than ordinary dividend in-
creases and decreases. We believe that
there is a need to study reactions to div-
idend initiations and omissions on the
Swedish stock market once again, es-
pecially since Alkebéck’s (1997) results
contradicted the theory.

The data sample is, in contrast to
Michaely et al. (1995), based on
Swedish listed companies instead of
American, and the time frame is 1990 to
2015 instead of 1964 to 1988. However,
the study is identical to the original
one in terms of methodology in order to
receive results that are directly compa-
rable to theirs. Black and Scholes (1974)
argue that a change in dividend policy
could result in a change in a firm’s share-
holder clientele, due to different prefer-
ences for dividends. The similar argu-
ments are discussed by Shefrin and Stat-
man (1984), that state that one reason
behind this behavior is taxes. Michaely
et al. (1995) propose that this effect is
also applicable to a situation where a
dividend is initiated or omitted and the
shareholder clientele subsequently shifts.
The dividend tax rate in Sweden has his-
torically changed and was during the pe-
riod 1990 to 2015 different from the divi-
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dend tax rate in the US (Holmen, Knopf
and Peterson, 2008). This difference in
tax rate may bring different reactions
to dividend initiations and omissions,
making it interesting to replicate the
study using Swedish data. Randgy and
Nielsen (2002) present that also Swedish
corporate governance procedures and
traditions differ from the US. Alkebéack
(1997) emphasizes that one major dif-
ference is the solely presence of annual
dividends in Sweden, compared to quar-
terly payments in the US, which may
affect the market reactions. Another
reason for conducting a replication is
to investigate if the previous results of
Michaely et al. (1995) are general and
still valid (Reese, 1999).

This study contributes to the litera-
ture in several ways. Firstly, the study
develops current insights on dividend
initiations and omissions in a Swedish
context and hopefully sheds some light
on the contradiction between Alkebéck
(1997) and other literature. Further-
more, Michaely et al. (1995) is one
of the most important studies on the
topic, without any distinct and more
contemporary follow-up study. Hence,
our study provides a more up-to-date
view of the research area and comple-
ments Michaely et al. (1995). Finally,
this study also develops the original one
and bring some new insights to science,
with regard to the extended research
topic of reinitiations after dividend omis-
sions.

III. DATA AND
METHODOLOGY

The methodology used is in this study is
as close as possible to the original study
by Michaely et al. (1995) in order to

avoid potential errors and receive results
that are directly comparable. However,
the study differs in two aspects:

e Qur study is based on Swedish com-
panies listed on Nasdaq Stockholm,
in comparison to American compa-
nies listed on New York Stock Ex-
change (previously American Stock
Exchange) in the original study.

e Our time period ranges from 1990
to 2015, compared to the time pe-
riod 1964 to 1988 used by Michaely
et al. (1995).

We initially collect all Swedish compa-
nies currently listed on Nasdaq Stock-
holm from Datastream and subse-
quently collect all dividend announce-
ments from 1990 to 2015. Hence, as
suggested by Michaely et al. (1995), we
don’t include foreign companies listed
at Nasdaq Stockholm as depositary re-
ceipts. More specifically, the study fo-
cuses on companies listed on Large, Mid
and Small Cap (or equivalents during
the time period) on Nasdaq Stockholm,
and does not include companies on other
Swedish exchanges such as First North
or Nordic Growth Market. We choose
the time interval to match the length
of Michaely et al. (1995), i.e. 25 years.
Since we measure the three-year excess
returns from the dividend announce-
ment dates, we need to end our period
at least three years prior to today. We
strive to understand the markets of to-
day, which stresses the importance of
using current data and therefore we se-
lect the period to start in 1990.

a. Initiation Sample Selection

By following the criteria regarding time
between IPO date and dividend an-
nouncement date used by the original
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authors, we identify all dividend initi-
ations during the determined time pe-
riod. A dividend announcement is in-
cluded in our initiation sample if the
company has been traded on Nasdaq
Stockholm for two years prior to the div-
idend initiation. The exclusion of divi-
dend announcements occurring within
two years from the IPO, as discussed
by Michaely et al. (1995), eliminates
companies that went public with a pre-
announced intention to initiate a divi-
dend payment. In order to cope with
survivorship bias, we also need to in-
clude initiation events for delisted com-
panies not covered in the initial col-
lection from Datastream. All compa-
nies delisted from Nasdaq Stockholm
are manually identified through The
Swedish Tax Agency’s public records
of historical listings, and all dividend
announcements for the delisted compa-
nies are collected from Datastream and
included to the initial sample.

The data collected from Datastream
is to some extent not complete since
some values (e.g. stock prices for a few
specific dates) are missing. The missing
values are manually collected from Nas-
daq Nordic’s web-based database and
added to the sample. The initiation
sample, including both currently listed
and delisted companies, contains 77 ini-
tiations events. Finally, we cross-check
the initiation events with public infor-
mation, such as press releases and an-
nual reports, in order to limit potential
errors and make sure that all informa-
tion is correct.

b. Omission Sample Selection

Dividend omission events are identified
from the same list of all dividend an-
nouncements from 1990 to 2015 col-

lected from Datastream above. A div-
idend omission announcement is in-
cluded in the sample if the company
omitted the dividend after two consecu-
tive annual dividend payments, in accor-
dance with the definition by Michaely
et al. (1995). Some companies are rep-
resented several times in the sample if
they omitted a dividend several times
(given that at least two annual dividends
were paid out between the two omis-
sions). We also add dividend omissions
for delisted companies to the sample, in
the same manner as for initiations based
on public records from the Swedish Tax
Agency. The omission sample, includ-
ing both currently listed companies and
delisted companies, contains 129 omis-
sion events. The omission sample is also
cross-checked with public records, such
as press releases and annual reports.

c. Selection of Benchmark Port-
folio

To evaluate the excess returns for com-
panies initiating or omitting dividends,
both in the short term and in the
long term, the specific stock perfor-
mance must be compared to a bench-
mark portfolio. Michaely et al. (1995)
mainly use the equally-weighted CRSP[]
index as benchmark. However, they
also test the excess return against beta-
adjusted, size-adjusted, and industry-
adjusted benchmarks. The authors find
that the results when using alternative
benchmark portfolios are quantitatively
similar to the results when using the
equally-weighted index, and argue that
an equally-weighted index is the best
choice of benchmark portfolio, mainly
due to its accessibility. However, we

IThe Center for Research in Security Prices
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can’t identify any equally-weighted in-
dex of Nasdaq Stockholm and use the
index OMXSPI as benchmark portfolio
instead. OMXSPI is an all-share index
that includes all shares listed on Nasdaq
Stockholm, aiming to reflect the whole
market (Nasdaq Group, Inc., 2020).

Some research shows that equally-
weighted indices outperform indices
weighted differently, such as indices
based on market capitalization (Mon-
nier and Rulik, 2011). This outperfor-
mance implies that our choice of bench-
mark portfolio could result in an under-
estimation of the market return com-
pared to Michaely et al. (1995). How-
ever, we believe that this effect is minor
without any considerable effect on our
final results.

d. Calculation of Excess Return

As Michaely et al. (1995) do, we
calculate the excess return from a
buy-and-hold strategy. According to
Loughran and Ritter (1995), that influ-
enced Michaely et al. (1995) in the
choice of methodology, the buy-and-
hold strategy avoids potential errors due
to frequent transactions. Michaely et
al. (1995) define the excess return as
“the geometrically compounded (buy-
and-hold) return on the stock minus
the geometrically compounded return
on” one out of four alternative bench-
mark portfolios, as in Equation [I}

b b
ERjawn = | JO+R) -] [(1+MR))

t=a t=a
(1)
where ERj, 40 4) is the excess return for

firm 7 during the time period from time
a to b, Rj is the raw return for firm j

on day ¢t and MR; is the return on the
benchmark portfolio on day ¢. As an
example, in the three-day event period
the time period a to b is trading days ¢
=—1, 0 and +1.

Average excess return for each period
and sample is calculated as in Equation

2

1 N

e. Limitations in Data Sample

The collected sample consists of 77 ini-
tiation observations and 129 omission
observations and could be considered
relatively small. However, with regard
to the central limit theorem, we as-
sume that the samples are normally
distributed and could be used in t¢-
tests and regressions. Another poten-
tial problem is contaminated data since
Swedish companies sometimes announce
dividend changes at the same time as
the year-end reportP}, including earnings
announcements, is released. Michaely
et al. (1995) test this effect by com-
paring the excess returns from compa-
nies omitting dividends without contem-
poraneous earnings announcements to
omitting companies with concurrent an-
nouncements. They find that the short-
run excess returns are different, but the
long-term responses are the same re-
gardless of contemporaneous announce-
ments. Hence, we assume that there
are no effects from contemporaneous an-
nouncements on the long-term results,
while there might be small effects on the
short-run reactions. Furthermore, we
do not believe we have any issue with

2 Bokslutskommuniké (Sw.), a press release
of unaudited earnings



Hansson and Parekh (2020) e Stockholm School of Economics

survivorship bias since we complement
our initial sample with delisted compa-
nies.

Michaley et al. (1995) also argue that
their study does not face any large prob-
lem with overlapping (only 15 percent
of observations overlap when calculat-
ing long-term excess returns). They re-
fer to Bernard (1987), that concludes
that the average correlation within in-
dustries when calculating one-year ex-
cess returns is about 30 percent (but
only 6 percent across industries). Based
on this research we believe that our data
sample does not face any large issues
regarding cross-correlation, neither. An-
other potential source of error may be
event clustering, i.e. that the market
now has corrected from previously large
excess returns. If this is the case, pos-
sible previously large returns would im-
pact the results. However, we find no
substantial evidence that validates this
potential pitfall.

f.  Research Questions and Hy-
potheses

Earlier studies have been ambiguous
and not pointing in a clear direction,
as described above. Since our method
of replication is close to the one used
by Michaely et al. (1995), we expect
results that are close to the results
presented in their study. However, we
do not know exactly how the possible
differences between the US and Swedish
markets will affect our study. We also
expect that our choice of a later time
interval will have some impact. Fur-
thermore, there has been a successive
increase in shareholder influence in
Sweden from the 1990’s and onwards,
which has resulted in an increased focus
on delivering dividends and increased

the share of retained earnings that
have been paid out to shareholders
(Henreksson and Jakobsson, 2003).
Due to the more aggressive focus on
dividends, we imagine that the number
of omissions and initiations may have
increased. Henreksson and Jakobsson
also mention the increased focus on
the stock market in Sweden during the
same time period, which may indicate
smaller overreactions since investors
are more informed. Based on current
theory and previous literature, we
formulate the following hypotheses for
our three research questions:

Research question 1: How does the
stock market react to dividend initia-
tion and omission announcements, in
the short term and the long term?
Hy: Excess returns are zero
H;: Excess returns are separate from
ZEro

Research question 2: Are the mar-
ket responses to dividend initiations and
dividend omissions symmetric and pro-
portional to changes in dividend yield?
Hy: Excess returns for initiations and
omissions are symmetric
H,: Excess returns for initiations and
omissions are asymmetric
Hjy: Excess returns are not dependent
on changes in dividend yield
H;: Excess returns are dependent on
changes in dividend yield

Research question 3: Are the long-
term market responses for omitting
firms dependent on the time until the
dividend is reinitiated?

Hy: Excess returns for omitting firms
are not dependent on the time
until the dividend is reinitiated

H;: Excess returns for omitting firms
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are dependent on the time until
the dividend is reinitiated

IV. DESCRIPTIVE STATISTICS

Table [I shows the distribution of omis-
sions and initiations for the years 1990
to 2015, both in actual numbers and
as a percentage of the sample. The
sample size is 129 omissions and 77 ini-
tiations. Furthermore, there is a strong
concentration in number of omissions to
years following major economic down-
turns — the Swedish real estate crisis in
1990, the dot-com bubble in 2000, and
the global financial crisis in 2008. More
than one third of the omission announce-
ments occur in the years following these
three financial crises.

The table also contains data for the
aggregate Swedish corporate profits (re-
trieved from Statistics Sweden) and
OMXSPI annual returns. However,
data over corporate profits for years
before 1997 is not available. Due to
the missing data, we calculate the cor-
relation between the number of omis-
sions/initiations and change in corpo-
rate profits during the years 1998 to
2015. The number of dividend initia-
tions is negatively correlated with per-
centage changes in aggregate Swedish
corporate profit (p = —0.12), contradict-
ing our expectations based on Michaely
et al. (1995). If we instead calculate
the one-year lagging correlation between
corporate profit changes and the num-
ber of dividend initiations, the result
is positive (p = +0.25). The correla-
tion between the number of dividend
omissions and percentage changes in ag-
gregate Swedish corporate profit is nega-
tive (p = —0.25), as well as the one-year
lagging correlation (p = —0.59).

10

The following Table [2] provides a sec-
tor breakdown over initiations and omis-
sions. The sector classification is based
on Global Industry Classification Stan-
dard, a system used globally with eleven
different sectors (S&P Global, 2018).
All sectors in the system are found in
Appendix [A] The table also contains
the maximum number of companies per
sector that made a dividend initiation
or omission that year. The maximum
number of observations per sector is in
Information Technology for initiations
(18 observations) and in Industrials for
omissions (37 observations). The num-
ber of sectors represented for both initi-
ations and omissions is ten, where Utili-
ties is the only sector without initiations
or omissions for the period. We cannot
note any overrepresentation of a certain
sector in the sample.

Table [l shows the distribution of ob-
servations based on share price. Firms
initiating dividend payouts tend to have
a lower share price than firms announc-
ing omissions of dividend payouts. Few
of the firms in the sample have a stock
price higher than SEK 60.

Market capitalizations for initiating
and omitting firms are presented in
Table [l  However, for some firms
market capitalization is not availablef]
Michaely et al. (1995) present the size
of the firms in their sample in market
capitalization deciles. Due to the lack
of reliable information over market cap-
italizations for all firms listed on the

3Market capitalization for delisted compa-
nies is not available in Datastream. We cal-
culate market capitalization for most missing
values by multiplying the number of outstand-
ing shares from the company’s annual report
with share price the day before the announce-
ment, but some number of outstanding shares
is not available neither (mainly for initiation
and omission events in the 1990’s).
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exchange each year, we present mar-
ket capitalizations in absolute numbers.
Comparing market capitalization for a
firm in 1990 to a firm in 2015 in abso-
lute terms may cause some errors, but
we believe these are minor. Omitting
firms seem to be slightly larger than ini-
tiating firms, but the difference is not
substantial.

V. EMPIRICAL RESULTS

We calculate excess returns for all firms
in both samples for a time period be-
fore the announcement event, a short-
term reaction around the event, and a
long-term response afterwards. Further-
more, we run regressions to test if ex-
cess returns for initiating and omitting
firms are asymmetric and dependent on
changes in dividend yield. Subsequently,
we also test whether the excess returns
for omitting firms are dependent on the
time until the dividends are reinitiated
again.

a. Short-Run Reactions

In line with theory, the average perfor-
mance of the stocks that initiate div-
idends is significantly better than the
benchmark portfolio in the year before
initiation, as presented in Table[5] The
excess return of this portfolio is +16.4
percent and is significant at the 5 per-
cent level. The three-day announcement
period entailed an additional excess re-
turn of +1.5 percent and is significant
at the 10 percent level. Firms omitting
dividends perform poorly in the year be-
fore declaring a dividend omission. Dur-
ing this time period, the average return
for the sample is —28.9 percent, signif-
icant at the 1 percent level. As with
the initiation sample, the reaction to

15

the omission announcement follows the
same direction as the price movement in
the period before the announcement —
omitting firms experience an additional
excess return of —2.4 percent in the three
days around the announcement. This
result is significant at the 5 percent level.
The average dividend yield for initiating
firms is 12.0 percent using current stock
prices and 12.0 percent using one year
old stock prices. For omitting firms, the
dividend yield is 15.1 and 8.5 percent
using current and one year old prices,
respectively.

The excess returns for both initiations
and omissions during the year before the
announcement are in the same magni-
tude as in Michaely et al. (1995). Re-
turns during the event window seem to
be smaller in our study compared to
the original study. However, the pro-
portion between initiation and omission
returns is similar, where the reaction to
omissions (in absolute terms) is almost
twice the size of the reaction to dividend
initiations. This potential asymmetric
effect is of interest to investigate further,
something we test with regressions in
another section below.

b. Long-Run Reactions

From the long-run price development,
presented in Table [6], we can distinguish
that omissions have significantly pos-
itive results that are contrary to the-
ory. It is expected that companies omit-
ting dividends have negative excess re-
turns, but we receive large positive re-
sults for all horizons with the three-year
period showing a positive excess return
of +44.3 percent. For the shorter peri-
ods, the three-month horizon also yields
a +18.2 percent excess return, and re-
turns for one and two years after the
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Table 5: Excess Returns for Initiating and Omitting Firms for Periods Before and At
Announcement, Relative to Announcement Date (%)

Excess returns for initiating and omitting firms for one year and three months prior to the
three day event period as well as the period centered around the announcement day. The excess
returns are calculated as follows:

ERj(a tob) = H?:a(l + R]t) - H?:a(l + MRt)

where ERj(, 1, ) is the excess return for firm j during the period from a to b, Rj; is the raw
return for firm j on day ¢ and MR; is the return for the benchmark portfolio on day ¢. Dividend
yield is calculated by dividing the annualized dividend with the stock price the day before the
announcement date, as well as dividing it with the stock price one year before the announcement
date (the latter one reported in parentheses). ¢-statistics are reported in parentheses. Significance
levels of 1, 5, and 10 percent are reported with *** ** and * respectively.

From Year From From Day Dividend
-1 toDay 2 Month -3 -1 to Day Yield (%)
to Day -2 +1
Initiations n = 77 16.4%* 7.6%* 1.5% 12.0 (12.0)
(2.22) (2.51) (1.93)
Omissions n = 129  —28.9%** 2.3 —2.4%* 8.5 (15.1)
(-5.83) (0.65) (—2.26)
announcement are +22.2 and +33.4 per-  tively concentrated to economic down-
cent, respectively. All findings for omis-  turns. Hence, it is out of interest to fur-

sions are, at least, significant at the 5  ther investigate whether these omissions
percent level. For initiation announce-  were permanent or temporary (and reini-
ments, the long-run results show posi-  tiated again during the year(s) after
tive excess returns. In a three year hori-  omission). We test this question in an-
zon, the positive excess return is +27.6  other section below.

percent. However, none of the findings
for initiations are significant at the 5
percent level and we fail to reject the )
null hypothesis for the initiation sample. ~ t10ns

c. Symmetry in Market Reac-

These results are contrary to the re-  Michaely et al. (1995) initially argue,
sults presented by Michaely et al. (1995)  with reference to previous literature,
and prior research. The returns after  that a dividend omission conveys more
omission announcements seem to be  information than an initiation. In order
higher than returns following a dividend  to study the potential asymmetry in re-
initiation, which is astonishing. How-  actions to dividend initiations and omis-
ever, one cannot make any clear con-  sions, we run a number of regressions
clusions due to the initiation returns’ of the excess returns to the percentage
statistical insignificance. For the omis-  changes in dividend yield to check if
sion sample, one possible explanation  these reactions are of a similar magni-
for this contradicting result is the fact  tude. Like Michaely et al. (1995) we use
that the omission observations are rela-  two different measures of dividend yield,

16
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Table 6: Excess Returns for Initiating and Omitting Firms for Periods At and After
Announcement, Relative to Announcement Date (%)

Excess returns for initiating and omitting firms for the period centered around the announcement
day as well as three-month, one-year, two-year and three-year periods starting two days after the
announcement. The excess returns are calculated as follows:

ERj(a tob) = H?:a(l + R]t) - H?:a(l + MRt)

where ERj(, 1, ) is the excess return for firm j during the period from a to b, Rj; is the raw
return for firm j on day ¢ and MR; is the return for the benchmark portfolio on day t. ¢-statistics
are reported in parentheses. Significance levels of 1, 5, and 10 percent are reported with *** **

and *, respectively.

From From From From From
Day -1 Day +2  Day +2  Day +2  Day +2
to Day  to Month  to Year to Year to Year
+1 +2 +1 +2 +3
Initiations n = 77 1.5% 0.3 0.6 15.1 27.6%
(1.93) (0.14) (0.11) (0.86) (1.69)
Omissions n = 129  —2.4** 18.2%* 22 %Kk 33.47%H* 44, 3%+
(—2.26) (2.17) (3.36) (2.98) (2.73)

one using the last stock price (day be-
fore announcement) and one using the
stock price one year ago. The comple-
mentary usage of the one year old price
is especially important in our case were
the omission sample is concentrated to
economic downturns, and it is hence
appropriate to assume that the price
have dropped during the year before an-
nouncement (as indicated in our initial
statistical tests), making the dividend
yield overestimated. Equation [3| shows
our regression:

7

P

D
+O-/3Qi<?>' X M; +¢;
forv =1to N

ERiXMi:OAO—FOélQi—FC(Q( XMZ‘

(3)

where ER; is the three-day announce-
ment period excess return for firm i,
M; = -1 for dividend omissions and
1 for dividend initiations, (); = 1 for

17

dividend omissions and 0 for dividend
initiations, and (2); is the dividend
yield (annualized dividend divided with
price). We also run regressions using
winsorized data (at the 1 percent level)
and with grouped data, to handle po-
tential problems due to outliers. For
the grouped data, we divide each sam-
ple into ten groups (ranked on dividend
yield change) and turn each decile into
a new mean observation.

In the short-run price reaction regres-
sion, presented in Table [7| the intercept
dummy is positive (however, only signif-
icant at the 5 percent level when using
grouped data and one year old prices)
which indicates that the reaction to div-
idend omissions is larger. The slope
dummy, significant at the 5 percent level
regardless of method (except from win-
sorized data using current prices), is pos-
itive and indicates that a unit change
in dividend yield also has a larger effect
on price reactions to omissions than to
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Table 7: Dividend Yield Changes as A Determinant of the Short-Run Price Reaction
During the Initiation and Omission Announcement Period (One Day Before to
One Day After)

Multivariate linear regression of the relationship between the three-day event period market
reaction to dividend initiation and omission announcements and the dividend yield change, using
the equation

ERZ ><Mi:a0+a1Qi+a2<%)_ ><MZ—|—043Q1(%) XMi+€i fori =1to N

where ER; is the three-day announcement period excess return for firm 4, M; = —1 for dividend
omissions and 1 for dividend initiations, @; = 1 for dividend omissions and 0 for dividend
initiations, and ( %)i is the dividend yield (annualized dividend divided with price on the day
before announcement for Panels A, C and E or one year before the announcement for Panels B,
D and F). To minimize the effect from potential outliers, data for regressions in Panels C and
D are winsorized at the 1% level and data for regressions in Panels E and F are grouped into
initiation and omission deciles based on dividend yield. F-statistics tests if both the intercept
dummy and the slope dummy are significantly different from zero. t-statistics for every separate
coefficient are reported in parentheses. Significance levels of 1, 5, and 10 percent are reported
with *** ** and *, respectively. Robust standard errors are used.

Intercept Intercept Yield Slope F-test R* N
Qg Dummy Coefficient Dummy (probabil-
a1 Qs Qo Coefficient ity)
a3
Panel A: Yield D/P, 4
0.015* 0.022 —-0.000 0.090*** 3.07 0.03 206
(1.79) (1.53) (-0.04) (2.95) (0.03)
Panel B: Yield D/P; 345
0.015* 0.030%* 0.003 0.242%*% 3.52 0.06 206
(1.73) (1.94) (0.31) (3.16) (0.02)
Panel C: Yield D/P, 1, Winsorized Data at 1% Level
0.015 0.024 —-0.002 0.106* 2.8 0.04 206
(1.53) (1.52) (-0.04) (1.91) (0.04)
Panel D: Yield D/P; 365, Winsorized Data at 1% Level
0.014 0.032* 0.014 0.246*** 3.0 0.05 206
(1.47) (1.94) (0.37) (2.59) (0.03)
Panel E: Yield D/P;;, Grouped Data
0.017 0.022 —0.020 0.122%%* 27.11 0.34 20
(1.38) (1.54) (-0.98) (5.19) (0.00)
Panel F: Yield D/P; 365, Grouped Data
0.015* 0.030** 0.004 0.244%** 31.97 0.47 20
(1.77) (2.17) (0.33) (6.11) (0.00)
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initiations. This result is opposite to
the one in Michaely et al. (1995), which
find that a unit change in dividend yield
in fact have a larger effect on prices for
initiations rather than omissions. The
contradiction is something interesting
to examine and discuss further below.
From our results, we cannot significantly
conclude that the general reaction to a
dividend initiation or omission is de-
pendent on the dividend yield change
(yield coefficient is close to zero and in-
significant), but we can conclude that
the reaction to dividend omissions is
larger than the reaction to dividend ini-
tiations (the intercept dummy and the
slope dummy are positive).

The main difference from Michaely et
al. (1995), the positive slope dummy
coefficient, is interesting to investigate
further. May this pattern be more dis-
tinct and stronger during certain years
or time periods or for certain sectors?
In order to examine the first question
we run the above regression again, but
instead divide the slope dummy variable
into several dummy variables (one for
each year), as in Equation [4}

D
ERz X ]\4z = Oé0+OélQi+OéQ(?)‘ X Mz
D
+as0; <?> X M; x y;19%0

—|—...—|—0428Qi<%>

X M; X onw + &
fori=1to N
(4)

where FR; is the three-day announce-
ment period excess return for firm 4, M;
= —1 for dividend omissions and 1 for
dividend initiations, (); = 1 for dividend
omissions and 0 for dividend initiations,
and (£); is the dividend yield (annual-
ized dividend divided with price). ¥;!99

(2
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= 1 if the announcement from firm ¢ oc-
curs in year 1990 and otherwise 0, Y;1991
= 1 if the announcement from firm ¢
occurs in year 1991 and otherwise O,
etc.

Table [§| presents the regression in
which the slope dummy is divided into
one variable for each year. Some slope
dummies are omitted and no coefficients
presented, due to no observed omissions
for those particular years. For the pe-
riod 1990-1998 we do only have obser-
vations for a few years but can note
that two of these years (1993 and 1995)
have significantly positive slope dum-
mies that are larger than the overall
slope dummy in the regression in Ta-
ble [7], indicating that the information
content of an omission announcement
was larger during these years compared
to the whole period. In the years prior
to the turn of the millennium the slope
dummies are instead negative (signifi-
cant in 1999), followed by insignificant
coefficients the years afterward. Dur-
ing the years before the financial crisis
(2004-2007) the coefficients are signif-
icantly positive for two years. During
the financial crisis, the slope dummies
are significantly positive. In 2008 that
coefficient is larger than the overall re-
gression in Table [7] and in 2009 in line
with the previous regression. The years
afterward we only receive significant re-
sults for 2012 using one year old prices.
We do not find any overall pattern and
are not able to draw any general con-
clusions regarding the development of
the magnitude of reactions to omissions
during the period 1990-2015.

We do also run the regression testing
for differences between sectors, by divid-
ing the slope dummy into several slope
dummy variables (one for each sector),
as in Equation [5}
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D
ERl X MZ:a0+ale+a2<F> XMi

D
+ O‘3Qz<?> X M; X SZI

+...+a13Qi<%>'

x M; x SH + ¢
fori=1to N

(5)

where ER; is the three-day announce-
ment period excess return for firm i, M;
= —1 for dividend omissions and 1 for
dividend initiations, @); = 1 for dividend
omissions and 0 for dividend initiations,
and (£); is the dividend yield (annual-
ized dividend divided with price). S}
1 if firm 4 belongs to sector 1 (Communi-
cation Services) and otherwise 0, 57 = 1
if firm ¢ belongs to sector 2 (Consumer
Discretionary) and otherwise 0, etc. A
list of all index numbers and sectors is
presented in Appendix [A]

Table [9 presents the regression in
which the slope dummy is divided into
one variable for each sector. One slope
dummy (for Utilities) is omitted and
no coefficient presented, due to no ob-
served omissions for that particular sec-
tor. Some results are statistically sig-
nificant. The slope dummy coefficient
for Communication Services is signifi-
cantly negative. Put in other words, a
one unit change in dividend yield for
Communication Services omissions has
a negative effect on the magnitude of
the stock market reaction. The negative
relation becomes even more apparent
when using one year old prices. In addi-
tion, three other sectors in this sample
generate significantly larger reactions
to omissions than to initiations when
looking at the prior day’s price (Con-
sumer Discretionary, Real Estate, and
Financials). The same holds for Real
Estate and Financials when using one

24

year old prices. A one unit change in
dividend yield in the sectors Real Es-
tate and Financials results in a larger
effect on excess return, compared to the
average effect for the whole sample de-
termined in the regression in Table [7]

Michaely et al. (1995) also run re-
gressions testing the long-run responses,
without any significant results. The
same applies to our regression in Table
using the three-year excess return af-
ter the announcement instead of the an-
nouncement period excess return, with
regard to the intercept dummy. We can-
not conclude that the general reaction
to dividend omissions are significantly
different from initiations in the long run.
However, we receive statistically signifi-
cant results for the slope dummy (except
when using winsorized data), indicating
that the change in dividend yield has a
larger effect on the reaction to dividend
omissions than to dividend initiations
also in the long term.

There are a number of potential
sources of errors in the findings pre-
sented above. We need to examine
whether the Multiple Linear Regression
(MLR) assumptions are satisfied in or-
der to determine the validity of our re-
sults. First, we need to discuss if the
fourth MLR assumption, the zero con-
ditional mean, is satisfied. Problems
with this criterion generally arise from
omitted variables. The model we use is
similar to the model used by Michaely
et al. (1995), which is proven to be ex-
haustive and well in line with theory.
Hence, there should be no omitted vari-
ables issue in our regression. Another
assumption to be validated is whether
the variance for all values of the ex-
planatory variables is equal. We use the
Breusch-Pagan test for finding potential
heteroscedasticity. Our test reveals that
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Table 10: Dividend Yield Changes as A Determinant of the Long-Run Price Response
After the Initiation and Omission Announcement (One Day After to Three
Years After)

Multivariate linear regression of the relationship between the three-year market response following
dividend initiation and omission announcements and the dividend yield change, using the equation

ERZ XMi:ao+OllQi+OéQ(%)i XMZ+043QZ(%)Z XMi+€i fori =1to N

where ER; is the three-year excess return for firm 4, M; = —1 for dividend omissions and 1 for
dividend initiations, @; = 1 for dividend omissions and 0 for dividend initiations, and (%)i is
the dividend yield (annualized dividend divided with price on the day before announcement for
Panels A, C and E or one year before the announcement for Panels B, D and F). To minimize
the effect from potential outliers, data for regressions in Panels C and D are winsorized at the
1% level and data for regressions in Panels E and F are grouped into initiation and omission
deciles based on dividend yield. F-statistics tests if both the intercept dummy and the slope
dummy are significantly different from zero. t-statistics for every separate coeflicient are reported
in parentheses. Significance levels of 1, 5, and 10 percent are reported with *** ** and *
respectively. Robust standard errors are used.

Intercept Intercept Yield Slope F-test R* N
ap Dummy Coefficient Dummy (probabil-
a1 @Q; Qs Coefficient ity)
a3
Panel A: Yield D/P, 4
0.253 —0.327 0.186 2.252% K 6.25 0.13 206
(1.52) (-1.54) (0.57) (3.14) (0.00)
Panel B: Yield D/P; 3¢5
0.214 —0.180 0.513 5.074** 4.29 0.14 206
(1.32) (-0.77) (1.04) (2.20) (0.01)
Panel C: Yield D/P; 1, Winsorized Data at 1% Level
0.121 —0.177 1.956 0.696 4.94 0.13 206
(0.73) (-0.82) (1.46) (0.43) (0.00)
Panel D: Yield D/P; 365, Winsorized Data at 1% Level
0.080 0.007 2.216%* 4.119 4.80 0.16 206
(0.49) (0.03) (1.69) (1.53) (0.00)
Panel E: Yield D/P; 1, Grouped Data
0.243 -0.106 0.240 3.579*** 184.85 0.77 20
(1.32) (-0.50) (0.64) (8.58) (0.00)
Panel F: Yield D/P; 365, Grouped Data
0.162 —0.057 0.932%* 5.45TH** 67.85 0.76 20
(1.00) (-0.28) (2.69) (8.67) (0.00)
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we could reject the null hypothesis of
homoscedasticity and thus likely deal
with heteroscedasticity in our sample.
In most cases, heteroscedasticity arises
from misspecified models. However, our
model is constructed in line with the
model used in Michaely et al. (1995)
and we believe that the model is well
specified. We also believe that the fact
that we use robust standard errors in
our regressions decreases potential ef-
fects from heteroscedasticity.

d. Reinitiation of Omitted Divi-
dends

Since our results indicate significant
long-term positive excess returns for
omitting firms, contrary to theory, it
is of interest to investigate this phe-
nomenon further. There could, of
course, be several reasons these results
contradicted the results in Michaely
et al. (1995). However, one poten-
tial reason could be that the dividends
were reinitiated again shortly after the
dividend omission. One factor that
strengthens this hypothesis is the fact
that our omission sample is relatively
concentrated to three economic down-
turns, where one could assume that the
dividend is only temporarily omitted.
Descriptive statistics in Table [11] show
that this is to some extent the actuality
since over 40 percent of the omissions
were reinitiated again within two years.

Approximately 20 percent of the omis-
sions have not been reinitiated up until
today.

In order to test if there is any under-
lying relationship between this initial
statistics and the excess return, we run
a regression using the Equation [6}

ER;=ay+a1Y;+¢e;,fori =1to N
(6)

where FER; is the three-year post-
announcement excess return for omit-
ting firm 4 and Y is the time (in years)
until the omitted dividend is reiniti-
ated. We run two regressions using two
slightly different datasets. The first re-
gression uses default data. However, for
firms that never reinitiated the dividend
until today, we use the time between
the omission announcement date and
today’s date (April 21%%, 2020). How-
ever, one can argue about the inappro-
priateness in testing if the three-year
excess return is dependent on things
that happened after the three-year pe-
riod (dividend reinitiated after a time
period longer than three years). Hence,
we run a second regression using modi-
fied data in which all reinitiation time
periods longer than three years are nor-
malized to exactly three years (includ-
ing those firms that never reinitiated
the dividend). Figures [1] and [2| present
an overview of the samples.

The results are presented in Table [I2]

Table 11: Time In Years Until Reinitiation of Omitted Dividend

The time (in number of years) until an omitted dividend is reinitiated, presented in selected
one-year intervals. Furthermore, the percentage share of each interval is presented.

Years <1 1-2 2-3 34

45 56 67 >7

Never Totals

Count 22 35 13 9
% 17.1  27.1 10.1 7.0

4.7 3.1 1.6 7.8

4 2 10 28 129
21.7 100.0
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Figure 1: Scatter Plot Over Three-Year
Excess Return as A Function
of Time Until Reinitiation, De-

Figure 2: Scatter Plot Over Three-Year
Excess Return as A Function
of Time Until Reinitiation, Nor-

fault Data malized Data
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The diagram shows a scatter plot with three-
year excess returns after omissions announce-
ments on the y axis and time until reinitations
on the x axis, using default data.

and both regressions show significant
results on the 1 percent level with a
negative relationship between excess re-
turn and time until reinitiation. When
using default data, the slope coefficient
is negative, indicating that for each year
the dividend is omitted the three-year
post-announcement excess return is 10.3
percent lower. The same applies to
the regression using normalized data,
where the magnitude of the result is
even larger (66.1 percent lower for each
year). Based on these regressions, we
can conclude that the shorter time until
the omitted dividend is reinitiated the
larger the three-year excess return is.

The findings when examining symme-
try and time to reinitiations are of great
importance to enhance our understand-
ing of stock market reaction to dividend
announcements. We will now explain
the implications of our finding and their
role in building an understanding of the
market reactions and how they relate
to other theories.

27

The diagram shows a scatter plot with three-
year excess returns after omissions announce-
ments on the y axis and time until reinitations
on the x axis, where all time periods longer
than 3 years are normalized to exactly 3 years.

VI. INTERPRETATIONS AND

CONCLUSIONS

The short-run reactions show that omis-
sions yield significantly excess returns,
but that the null hypothesis regarding
excess returns for initiations can only
be rejected at the 10 percent level. The
reactions, and more important the signs
of the reactions, are in line with prior
theory. However, our excess returns
are smaller in size than in Michaely
et al. (1995). The result is indeed in
line with the results in Alkebdck (1997),
which also contradicted Michaely et
al. (1995) by finding smaller reactions
for initiations and omissions compared
to ordinary dividend increases and de-
creases. Hence, our results to some ex-
tent confirm the findings in this previous
Swedish study. The Swedish stock mar-
ket seems to react to dividend initiation
and omission announcements in same
direction as in the US, but of a smaller
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Table 12: Time In Years Until Reinitiation of An Omitted Dividend as a Determinant
of the Long-Run Price Response After the Omission Announcement (One
Day After to Three Years After)

Linear regression of the relationship between the three-year post-announcement market reaction
to dividend omission announcements and the time in years until the dividend is reinitiated, using
the equation

ER¢:a0+a1Y1+€,~ fori =1to N

where FER; is the three-year post-announcement excess return for omitting firm 4 and Y; is the
time (in years) until the omitted dividend is reinitiated. The regression in Panel A is based on
default data, while the regression in Panel B is based on normalized data in which all reinitiation
time periods longer than three years are normalized to three years. F-statistics tests if both the
intercept coefficient and time coeflicient are significantly different from zero. ¢-statistics for every
separate coefficient are reported in parentheses. Significance levels of 1, 5, and 10 percent are
reported with *** ** and * respectively. Robust standard errors are used.

Intercept apg Time Coefficient a; ~ F-test (probability) R*> N
Panel A: Default Data

0.970%** —0.103%** 26.86 0.09 129

(4.17) (-5.18) (0.00)

Panel B: Normalized Data

1.915%%* —0.661*** 14.36 0.10 129

(4.22) (-3.79) (0.00)

magnitude. results in a higher three-year excess re-

turn. The fact that our omission sample
is concentrated to economic downturns
(and a majority of the omissions reini-

For the long-run price development,
we fail to acknowledge any excess re-

turn for initiations and cannot reject . RO
; R tiated again within a couple of years),
the null hypothesis. It is difficult to . .
) . o could explain these contrary findings.
determine the reason behind this in- . .
N Michaely et al. (1995) have a more di-
significance. For example, we do not -
T i ) verse omission sample where the obser-
find any indications of distortions or . . : .
o in the d le th vations are relatively uniformly divided
Conlc(;entra;tpn Ln the . ataMsamp ¢ that among the years. Our findings regard-
could explain the results. More nterest- ing reinitiations contribute to the liter-

g 18 t.he long—térn.l price development ature and provide some useful insights
for dividend omissions, that face large .

e o for the valuation process of a stock fol-
and significantly positive excess returns. lowing a dividend omission

No such relationship can be found in

Michaely et al. (1995) or other studies. The symmetry in market reactions
Due to this contradiction, we investigate  for a short-run period shows that a unit
the omission sample further by regress-  change in dividend yield has a larger
ing the relationship between long-term  impact on reactions to omissions com-
returns and time until reinitiations, and  pared to reactions to initiations, which
find that the relationship is significantly =~ contradicts the results in Michaely et
negative. A shorter time to reinitiation  al. (1995). Furthermore, we also run
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regressions testing if this pattern is spe-
cific for certain sectors or years, and
find that the effect is stronger within
the sectors Real Estate and Financials.
For Communication Services, the rela-
tionship is instead negative. Interest-
ing is that these results are consistent
with prior research on industry-specific
preferences for dividend yield in stock
valuation. Barker (1999) finds strong
evidence that analysts prefer to use div-
idend yield when valuing financial com-
panies. On the other hand, the price
to earnings ratio is preferred over divi-
dend yield for sectors such as services
and consumer goods, which could ex-
plain the smaller reaction for Commu-
nication Services. We do not find any
clear patterns or differences between cer-
tain time periods. The sector-specific
findings contribute to the literature and
complement Michaely et al. (1995).
Based on our results we can also con-
clude that the overall reaction to div-
idend omissions is of a larger magni-
tude than the reaction to dividend ini-
tiations. The same pattern, with larger
reactions to dividend omissions than
to initiations for each unit change in
dividend yield, applies also for the long-
term development (except when using
winsorized data). Michaely et al. (1995)
do not find any significant results at all
in the long term, and our study thus
complements their results and brings
some interesting insights to science.
Our findings give rise to topics for fu-
ture research. The fact that omissions
result in large positive excess returns
is an entire area that could be further
explored, to see whether these results
are due to our data sample or are more
generally valid. It could also be interest-
ing to undertake a comparative study
between Sweden and other Nordic, as

29

well as European, countries. Further-
more, it is interesting to also investigate
ordinary dividend increases or decreases
in a Swedish context and compare to
our results.
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APPENDIX A. OVERVIEW OF
GICS SECTORS

Presentation of all Global Industry Classifica-
tion Standard sectors, indexed from 1 to 11.

Index Sector

Communication Services
Consumer Discretionary
Consumer Staples
Energy

Financials

Health Care

Industrials

Information Technology
Materials

Real Estate

Utilities

© 00 O Tl Wi~

_
)



https://indexes.nasdaqomx.com/index/Overview/OMXSPI
https://indexes.nasdaqomx.com/index/Overview/OMXSPI
https://indexes.nasdaqomx.com/index/Overview/OMXSPI
https://www.spglobal.com/marketintelligence/en/documents/112727-gics-mapbook_2018_v3_letter_digitalspreads.pdf
https://www.spglobal.com/marketintelligence/en/documents/112727-gics-mapbook_2018_v3_letter_digitalspreads.pdf
https://www.spglobal.com/marketintelligence/en/documents/112727-gics-mapbook_2018_v3_letter_digitalspreads.pdf
https://www.spglobal.com/marketintelligence/en/documents/112727-gics-mapbook_2018_v3_letter_digitalspreads.pdf

	Introduction
	Literature Review
	Data and Methodology
	Initiation Sample Selection
	Omission Sample Selection
	Selection of Benchmark Portfolio
	Calculation of Excess Return
	Limitations in Data Sample
	Research Questions and Hypotheses

	Descriptive Statistics
	Empirical Results
	Short-Run Reactions
	Long-Run Reactions
	Symmetry in Market Reactions
	Reinitiation of Omitted Dividends

	Interpretations and Conclusions
	Overview of GICS Sectors

