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size and profitability have a significant impact on both the dividend payout ratio and share repurchase 

ratio of a firm. 
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1. Introduction 

 

Companies can compensate their shareholders in two ways. Either by paying dividends or by 

buying back shares of stock. The main difference between dividends and share repurchase is 

that a dividend payment represents a definite return in the current timeframe, whereas a stock 

repurchase represents an ambiguous future return in form of increased share price on which tax 

is deferred until the shares are sold. U.S. corporations have for decades overwhelmingly 

preferred to pay out cash to shareholders in the form of dividends rather than share repurchases. 

However, during the last years of the 20th century, there is well-established evidence that firms 

spend less on dividends and more on share repurchases. In 1999 and 2000, industrial firms had 

more expenditures on share repurchases than on dividends. For the first time in history, share 

repurchases had become more popular than dividends (see e.g., Fama and French, 2001; 

Grullon et al., 2002). The evidence of diminishing dividends is not only a trend in the U.S. 

markets. Denis et al. (2008) find evidence that dividends are shrinking in comparison to share 

repurchase in the United Kingdom, Japan, Germany, Canada, and France as well.  

 

Our paper works as an extension to previous research as we present updated data on payout 

policy for U.S. firms during the 21st century. We collect data on U.S. industrial firms over the 

period 1972-2018. We begin by illustrating the payout policy environment in different 

contexts, starting with descriptive statistics on aggregated expenditures on dividends and share 

repurchase for U.S. industrial firms over the years 1972-2018. The results are presented in 

Table 2. Including years from the 20th century helps us with two things - first making sure that 

we have similar results on the payout policy environment as previous studies (see Grullon et 

al., 2002). Second, it gives us an insight into how the trends have developed previous to our 

focus time-period which creates a more profound illustration of the history of payout policies.  

 

Next, we continue by showing how firms over the years 1972-2018 have been distributing their 

cash to equityholders by observing the cash expenditures of the firms over a period of a year. 

These results are presented in Figure 1. In Figure 2, we determine 3 different types of payer 

groups: firms that only pay dividends, only repurchase shares, and finally firms that both pay 

dividends and repurchase shares. We illustrate how the fractions of these groups have evolved 

from 1972 to 2018.  

 

As we present our last illustration of the payout policy environment with data from the year 

1999-2018, we add one more payer group - non-payers, in addition to the three previous 

established payer-groups. We then generate their particular firm characteristics. The results are 

presented in Table 3. Finally, we run regressions to test if certain firm characteristics, that have 

previously been shown to affect a company’s payout policy, have any explanatory value on a 

firm’s payout ratio in the 21st century. These results are presented in Table 4. 

 

After having collected and illustrated our data, we find that the 21st century is characterized by 

a rapid increase in the average total payout ratio, as the ratio goes from an estimated average 
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of 24% during the previous century, climbing up to a ratio of 36% in 2017. In addition, we 

show that dividend expenditures maintain a more steady level compared to share repurchases, 

which is especially apparent during the events of the financial crisis in 2008. We also show 

that firms that only repurchase shares have higher volatility in earnings compared to firms with 

different payout policies. We find that the combination of dividends and share repurchase has 

become the preferred method of payout for many firms, compared to the previous century 

where dividend payouts were most common. After running regressions on firm characteristics 

and different payout methods we confirm that a firm’s size and profitability have a significant 

impact on both the dividend payout ratio and share repurchase ratio of a firm. Further, we 

discover that cash level only is significant for the dividend payout ratio and that a firm’s 

market-to-book ratio only has a significant impact on share repurchases.  

 

By following the approach of Grullon et al. (2002) we describe the payout policy environment 

between the years 1972-2018. We aggregate data on U.S. firms, starting with earnings and 

expenditures on both dividends and share repurchases. As our main focus lies on the 21st 

century, we find that during the year of 2004, share repurchase expenditures caught up to 

dividends expenditures. While looking at previous studies such as Grullon et al. (2002), one 

might assume that the trend of declining dividends will be maintained. We prove that this 

assumption is correct when looking at total expenditures on both dividends and share 

repurchase. However, when looking at average payout ratios (dividends/share repurchase over 

earnings) we see that the average dividend payout ratio for U.S. firms is still larger than the 

average share repurchase ratio. Even during the financial crisis in 2008, dividends kept a stable 

level in relation to earnings, while repurchase activity declines. This is in line with Lintner 

(1956) that more stable companies prefer to pay out dividends. In addition, we show that during 

the 21st century the dividend payout ratio, and to some extent also the share repurchase payout 

ratio, are increasing rapidly by historical standards, thus increasing the total payout ratio.  

 

Furthermore, we illustrate how the three different payer-groups proportions (only dividend 

payers, only share repurchase payers, and both dividend and share repurchase payers) have 

evolved during the 21st century, using the same approach as Grullon et al. (2002). The 

proportion of firms in each group have since the beginning of our data set begun to approximate 

each other. However, after the year 2011, the three groups seem to be separating. The method 

of both paying dividends and repurchasing shares becomes the most popular method of 

distributing cash to shareholders as it is used by more than 50% of the firms in our sample. 

 

We continue by adding another group, the non-payer group, which consists of firms that neither 

pay dividends or repurchase shares. To investigate if there are specific characteristics for firms 

with different payout policy, we detail certain firm characteristics for each of the four payer 

groups. We conclude that the main similarities between our timeframe (1999-2018) and the 

one conducted by Grullon et al. (2002) with a timeframe of the year 1972-1999, are the sizes 

of firms in the different payer groups. Another important comparison is the findings of both 

Grullon et al. (2000) and Jagannathan et al. (2000) that firms that only repurchase shares have 

higher volatility in their earnings than firms that only pay dividends. From our results, we also 

argue that when conditioning on firms paying dividends, their earnings volatility is lower 
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compared to firms that do not pay dividends, similar to the findings of Lintner (1956). In 

contradiction to Grullon et al. (2002), we find that firms that only repurchase shares are not 

younger than firms that only pay dividends. 

 

Lastly, to investigate if certain firm characteristics that previously have been associated with 

payout policies we perform three multivariable regressions: total payout ratio, dividend payout 

ratio, and share repurchase ratio. For our regression on total payout ratio, we obtain significant 

estimates on four of our five independent variables while our regressions on dividend payout 

ratio and share repurchase ratio obtain significant estimates on three independent variables 

each. We discover that a company’s size and profitability have a significant impact on both 

dividends payout ratio as well as share repurchase ratio, while cash level only has a significant 

impact on dividends ratio and investment opportunity (expressed as the market-to-book ratio) 

only had a significant effect on the share repurchase ratio. What did not seem to have an effect 

on a company’s payout policy whatsoever was the amount of leverage (expressed as debt-to-

equity ratio), as we did not obtain a significant estimate for it in any of our regressions.   

  

Literature 

Our paper relates to the earlier work of Grullon et al. (2002) and serves as an extension of some 

of their methods to provide us with descriptive statistics on the payout policy environment 

during the 21st century. In their paper, Grullon et al. (2002) find that young firms have a higher 

propensity to pay cash through repurchases than they did in the past and that repurchases have 

become the preferred form of initiating a cash payout. In addition, they find that although large, 

established firms have generally not cut their dividends, they also show a higher propensity to 

pay out cash through repurchases. Grullon et al. (2002) conclude that well-established firms 

distribute more of their cash flows through repurchases and less through dividends. Our 

findings described in Figure 2 suggests that in the 21st century, paying both dividends and 

share repurchase has continued to be increasingly common, and has since 2011 become the 

most popular payout method. We argue that only paying through dividends did not decline as 

rapidly during the 21st century compared to the 20th. We also show that payout through share 

repurchases had a substantial increase during the 20th century, similar to the findings of 

Grullon et al. (2002), but we add that this method of payout has become less common during 

the 21st century.  

 

Our paper also relates to earlier literature on payout policy and how different firm 

characteristics affect the decision between dividends and share repurchase. Jagannathan et al. 

(2000) find that stock repurchase and dividends are used by different kinds of firms. Dividends, 

according to Jagannathan et al. (2000), are paid by firms with higher permanent cash flow, and 

repurchases are paid by more temporary non-operating cash flow. A major contradiction to the 

literature by Jagannathan et al. (2000) is our findings that share repurchasing firms experience 

a lower non-operating cash flow compared to firms that pay dividends. However, concerning 

their findings of dividends, we present data in Table 3 that suggest that dividend paying firms 

are still characterized by higher permanent cash flow and that repurchasing firms experience 

significant volatile earnings.  
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When constructing our regression models we base our choice of independent variables on well-

established theories regarding the relationship between firm characteristics and payout policy. 

Some of the most fundamental theories we use in our research are Life-Cycle Theory 

(DeAngelo, DeAngelo, and Stultz, 2006), Agency theory (Jensen and Meckling, 1976; Jensen, 

1986), and Signaling Theory (Akerlof, 1970; Bhattacharya, 1979) since these theories explain 

why some firm characteristics affect corporate payout policy. 

 

The Life-Cycle Theory (DeAngelo, DeAngelo, and Stultz, 2006) claims that the dividend 

policy of a firm highly depends on what phase of the business life cycle it is. Younger 

companies with high growth and more investment opportunity tend to pay less dividends 

compared to larger and mature firms that have had a more stable cash flows, which allows for 

larger payouts and influenced our decision to choose size (SIZE) as an independent variable in 

our regression. Further, Life-cycle Theory also relates to our choice of using market-to-book 

ratio (MB) as an independent variable since it argues that a company that is valued highly 

above its book value of assets (generally younger firms) is expected to experience significant 

growth, which would indicate that it is using its excess cash for investments instead of paying 

it out to shareholders. This argument is also supported by Smith and Watts (1992) who suggest 

that companies with more assets in place and fewer growth opportunities would have higher 

dividends. Thus, a company with a higher market-to-book ratio should have more investment 

opportunities at hand and therefore not pay as much to its shareholders. Agency theory (Jensen 

and Meckling, 1976; Jensen, 1986) argues that larger companies choose to pay higher 

dividends as a positive signal to the company’s stakeholders (e.g. that they will be able to afford 

a larger dividend due to stable results in the future). It also states that managers are risk-averse 

and are more likely to use excess cash to pay off the company’s debt, instead of paying it out 

to shareholders, which relates to our choice of using leverage (D/E) as one of our independent 

variables. Signaling Theory (Akerlof, 1970; Bhattacharya, 1979) relates to our choice of using 

cash level (CASH) and profitability (ROA) as independent variables, since it claims that a 

company with a higher cash level or profitability should pay out more to send positive signals 

to its investors, otherwise it would use excess cash for investments.  

 

The most fundamental literature regarding payout policy is Miller & Modigliani’s irrelevance 

theorem (Miller & Modigliani, 1961). Miller & Modigliani describe that in perfect capital 

market assumptions, dividends are irrelevant. A capital market is perfect when there is an 

absence of taxes, transaction costs, and asymmetric information. Under these circumstances, it 

would not matter if a company chose to not pay any dividends since a shareholder could create 

his or her dividends by selling shares. This theory also explains why, in perfect capital markets, 

the choice between paying out dividends or repurchasing shares would be irrelevant. The 

reason for this is that if there were no taxes, or if there were the same level of taxes on dividends 

and capital gains, a dividend payout would affect a shareholder in the same way that a share 

repurchase of the same amount would. However, perfect capital markets do not prevail and 

therefore the irrelevance theorem does not hold. Different tax levels are according to many, 

including Grullon et al. (2002), one of the most important factors influencing payout policy. 

Despite the importance of taxes, we have chosen to not account for different tax levels in our 
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research since it would require data from geographic areas with different tax levels which we 

assessed to be too extensive and would likely be required to be researched in a separate paper.  

 

There is also extensive research on the market reaction to dividends and share repurchase that 

relates to our research topic. The arguments for dividends include the idea that dividends 

provide certainty about a company's well-being (Lintner, 1956). Dividends are also attractive 

for investors with a goal to generate income. However, a decrease or increase in dividend 

distributions can affect the price of a security. The stock prices of companies that have a long-

standing history of dividend payouts would be negatively affected if they reduced their 

dividend distributions, e.g. Denis et al. (1994) report an average stock price decline of 6% on 

the three days after the announcement of a dividend cut. Conversely, companies that increased 

their dividend payouts or companies that instituted a new dividend policy would likely see 

appreciation in their stocks. Repurchases, on the other hand, involve no such risk. Sometimes 

companies announce programs but fail to repurchase any shares. Even if a firm completes a 

program, it is under no explicit or even implicit obligation to begin another new repurchase 

program (Jagannathan et al., 2000).  
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2. Data Sample Selection and Definitions 

 

In our paper, we use Standard & Poor’s Compustat North America which is a database of U.S. 

fundamental and market information on both inactive and active publicly held firms. It provides 

more than 100 quarterly and 300 annual Income Statement, Balance Sheet, Statement of Cash 

Flows, and supplemental data. For most companies, annual history is available back to 1950. 

The advantages of using Compustat is that it has been widely popular among researchers and 

served as the primary source of data in many of the relevant articles previously stated, e.g. 

Grullon et al. (2002) and Jagannathan et al. (2000). We construct an opening sample of all the 

U.S. publicly traded companies (excluding financial and insurance companies) that appear on 

the files for a minimum of one year over the chosen period 1972-2018, resulting in a total 

number of 473,243 observations. In our closing sample we generate the following variables 

from Compustat: 

 

1. Dividends (DIV). This is defined as total dollar amount of dividends declared on the 

common stock of the firm during the year (Compustat item DVC). 

 

2. Repurchases (REPO). This item represents any use of funds which decreases common 

and/or preferred stock. This is defined as total expenditure on the purchase of 

common and preferred stocks (Compustat item PRSTKC).  

 

3. Market value (MV). This is defined as the market value of common stock at the end 

of the year, which is created through Compustat item CSHO (Common shares 

outstanding) times Compustat item PRCC_C (Price close - annual - calendar) 

 

4. Earnings (EARN). Defined as earnings before extraordinary items (Compustat item 

IB), this represents the income of a company after all expenses, including special 

items, income taxes, and minority interest, but before provisions for common and/or 

preferred dividends.  

   

In our closing sample, we construct 11 more variables using data from Compustat IQ.  

 

1. BV is defined as the book value of equity (Compustat items AT - DT) 

 

2. CASH is defined as the book value of short-term investments and cash (Compustat 

item CHE) scaled by the book value of total assets (Compustat item AT).  

 

3. ROA is the operating income before depreciation (Compustat item OIBDP) scaled by 

the book value of total assets (Compustat item AT).  

 

4. 𝝈(ROA) is the standard deviation of ROA 
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5. NOPER, defined as non-operating income before depreciation (Compustat item 

NOPI) scaled by the book value of total assets (Compustat item AT).  

 

6. DEBT/EQUITY is the ratio between book value of total debt and book value of total 

equity (Compustat item DT / Compustat items AT - DT). 

 

7. MB is the market-to-book ratio, defined similarly to Grullon et al. (2002). MB is equal 

to the book value of the total assets (Compustat item AT) plus the market value of 

equity (MV) minus the book value of equity (BV), scaled by the book value of the total 

assets (Compustat item AT). 

 

8. SIZE is the natural logarithm of a company’s total assets (ln(Compustat item AT), 

defined similarly by Gul (1999). 

 

The variables ROA, SIZE, D/E, CASH, and MB are used as independent variables in a 

multivariable regression to determine which firm characteristics explain a company’s payout 

policy. In addition to those variables we need to construct dependent variables:  

 

9. PayRatio is the sum of dividends on common/ordinary stocks (Compustat DVC) and 

the purchase of common and preferred stock (Compustat item PRSTKC) of a firm 

scaled by its income before extraordinary items (Compustat item IB).  

 

10. DIVRatio is the dividends on common/ordinary stocks (Compustat DVC) of a firm 

scaled by its income before extraordinary items (Compustat item IB). 

 

11. REPORatio is the purchase of common and preferred stock (Compustat item 

PRSTKC) of a firm over its income before extraordinary items (Compustat item IB).    

 

When constructing our regressions we want to capture the effect firm characteristics have on 

the entire payout policy of a firm, not only its dividend payout policy. Hence, we run three 

different regressions with the same independent variables but on three different dependent 

variables. Furthermore, we base our choice of independent variables on previous articles that 

have studied this topic earlier.  

 

We consider profitability to be one of the most important factors dictating a firm’s ability to 

pay out cash to its shareholders. If a company cannot make a profit in the long-term it will not 

be able to sustain an active payout policy. We have chosen ROA as an appropriate independent 

variable to account for profitability in our regression model (Grullon et al., 2002). Our second 

and third independent variables SIZE and D/E are as previously stated primarily based on the 

Life-Cycle Theory (DeAngelo, DeAngelo, and Stultz, 2006) and Agency theory (Jensen and 

Meckling, 1976; Jensen, 1986). Our fourth independent variable CASH is backed by Signaling 

Theory (Akerlof, 1970; Bhattacharya, 1979) and our final independent variable is MB (market-
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to-book ratio), which is supported by the argument in Life-Cycle Theory as well as Smith & 

Watts (1992).  

 

Regression model 

Since our dataset consists of company-specific data over a period of time, it meets the criteria 

for panel data. When performing regressions on panel data the most common method to use is 

the fixed effects model with company fixed effects and time fixed effects, which is the method 

we have chosen use in our regressions. Our closing sample contains 11,260 firms, and a total 

of 68,489 firm-year observations during the years 1999-2018. The regression models used in 

our research are defined below.  

 

Total payout ratio: 

𝑇𝑜𝑡𝑎𝑙 𝑃𝑎𝑦 𝑅𝑎𝑡𝑖𝑜𝑖,𝑡+1

= 𝛽0 + 𝛽1 𝑅𝑂𝐴𝑖,𝑡 + 𝛽2 𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽3 𝐷/𝐸𝑖,𝑡 + 𝛽4 𝐶𝐴𝑆𝐻𝑖,𝑡 + 𝛽5 𝑀𝐵𝑖,𝑡 + 𝜀𝑖,𝑡 

 

Dividend payout ratio. 

𝐷𝐼𝑉𝑅𝑎𝑡𝑖𝑜𝑖,𝑡+1 = 𝛽0 + 𝛽1 𝑅𝑂𝐴𝑖,𝑡 + 𝛽2 𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽3 𝐷/𝐸𝑖,𝑡 + 𝛽4 𝐶𝐴𝑆𝐻𝑖,𝑡 + 𝛽5 𝑀𝐵𝑖,𝑡 + 𝜀𝑖,𝑡 

 

Share repurchase ratio. 

𝑅𝐸𝑃𝑂𝑅𝑎𝑡𝑖𝑜𝑖,𝑡+1 = 𝛽0 + 𝛽1 𝑅𝑂𝐴𝑖,𝑡 + 𝛽2 𝑆𝐼𝑍𝐸𝑖,𝑡 + 𝛽3 𝐷/𝐸𝑖,𝑡 + 𝛽4 𝐶𝐴𝑆𝐻𝑖,𝑡 + 𝛽5 𝑀𝐵𝑖,𝑡 + 𝜀𝑖,𝑡 

 

Where:  

𝑇𝑜𝑡𝑎𝑙 𝑃𝑎𝑦 𝑅𝑎𝑡𝑖𝑜𝑖,𝑡+1= Total payout ratio for firm i at time t+1 

 

𝐷𝐼𝑉𝑅𝑎𝑡𝑖𝑜𝑖,𝑡+1 =Dividend Payout Ratio for firm i at time t+1 

  

𝑅𝐸𝑃𝑂𝑅𝑎𝑡𝑖𝑜𝑖,𝑡+1 =Share repurchase Ratio for firm i at time t+1  

 

𝑅𝑂𝐴𝑖,𝑡 =Return on assets for firm i at time t+1.  

 

𝑆𝐼𝑍𝐸𝑖,𝑡 =Natural logarithm of total assets for firm i at time t. 

 

𝐷/𝐸𝑖,𝑡 =Debt to equity ratio for firm i at time t.  

 

𝐶𝐴𝑆𝐻𝑖,𝑡 = Cash for firm i at time t.  

 

𝑀𝐵𝑖,𝑡 = Market-to-book value for firm i at time t.  

 

β = Beta = Constant  

 

𝜀 = Error variable  
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Table 1  

Summary statistics. 

The table shows descriptive statistics for all of the variables used in our three regressions. At the 

beginning of the table, we find our three dependent variables, Total payout ratio, Dividend payout ratio, 

and Share repurchase ratio. The dependent variables are followed by each of our independent variables, 

SIZE, D/E-Ratio, ROA, MB, and CASH. Total payout ratio is defined as the total amount of dividends 

on common and/or ordinary stocks plus the total amount of purchase of common or preferred stock 

(Compustat item DVC and PRSTKC), scaled by income before extraordinary items (Compustat item 

IB). Dividend payout ratio is defined as common and/or ordinary stocks scaled by income before 

extraordinary items. Share repurchase ratio is defined as purchase of common or preferred stock scaled 

by income before extraordinary items. SIZE is the natural logarithm of a firm’s total assets 

(ln(Compustat item AT)). D/E is the ratio between total debt and total equity (Compustat item DT / 

Compustat items AT - DT). ROA is the operating income before depreciation (Compustat item OIBDP) 

scaled by the book value of total assets. MB is the market-to-book ratio [(market value of equity + book 

value of total assets - book value of equity)/book value of total assets]. CASH is the book value of short-

term investments and cash (Compustat item CHE), scaled by the book value of total assets. 

 
 

 

 



Corporate Payout Policy During the 21st Century 
 

11 

3. Empirical analysis 

3.1 Trends in Corporate Payout Policy  

Table 2 

Aggregate Cash Distributions to Equity holders 

Table 2 reports annual information of firms from 1972 to 2018 on aggregate cash distributions to their 

equity holders. Each firm-year observation has data on the variables EARN, DIV, REPO, and MV. 

Dividends (DIV) is defined as the total dollar amount of dividends declared on the common stock of 

the firm during the year (Compustat item DVC). REPO represents any use of funds which decreases 

common and/or preferred stock. This is defined as total expenditure on the purchase of common and 

preferred stocks (Compustat item PRSTKC). MV is defined as the market value of common stock at 

the end of the year, which is created through Compustat item CSHO (Common shares outstanding) 

times Compustat item PRCC_C (Price close - annual - calendar). EARN is defined as earnings before 

extraordinary items (Compustat item IB). The data sample contains 270,619 firm-year observations and 

excludes banks, utilities, and insurance companies. 𝛴EARN, 𝛴DIV, and 𝛴REPO are expressed in 

millions of dollars.  DIV/MV and REPO/MV are expressions for the dividend yield and buyback yield, 

respectively. 
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In order to gain an understanding of how the payout policy has developed through the 21st 

century, we begin by generating aggregate data by calendar year on dividend expenditure, share 

repurchase expenditure, earnings, and market value of equity. See Table 2 for a detailed 

description of data. Similar to Grullon and Michaely (2002), Table 2 shows that during the 20th 

century, expenditures on share repurchase is becoming increasingly more popular for US firms, 

both in absolute and relative terms. Table 2 also shows that throughout most of the 20th century, 

the predominant form of payout for most U.S. corporations has been the payment of dividends 

rather than the repurchase of stocks, see e.g. Bagwell et al. (1989). Share repurchase only stood 

for a very small portion of payout method to equityholders until 1984 when the amount of share 

repurchase relative to income had a big increase. As we enter the 21st century, a period with 

less established research concerning payout policy, we see that the trend of increasing 

popularity amongst share repurchases is maintained. During 2004, share repurchase 

expenditure exceeds dividend expenditures for US firms. Since then, expenditures on share 

repurchase has been greater than expenditures on dividends which is detailed in the 

𝛴REPO/𝛴DIV column. While expenditures on dividends have maintained a stable relative ratio 

to income, share repurchase has kept increasing. Even during the financial crisis in 2008, 

dividends kept a stable level in relation to earnings, while repurchase activity declined.  
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Figure 1: Cash distribution to equity holders 

Figure 1 illustrates the average total payout ratio, dividend payout ratio, and repurchase payout ratio for 

a sample of U.S. firms over the period 1972-2018. The data sample consists of all firm-year observations 

from Compustat and the payout policy of a firm is determined by observing the cash expenditures of 

the firms over a period of a year. Each firm-year observation has data on the variables EARN, DIV, 

REPO, and MV. Dividends (DIV) is defined as total dollar amount of dividends declared on the 

common stock of the firm during the year (Compustat item DVC). REPO represents any use of funds 

which decreases common and/or preferred stock. This is defined as total expenditure on the purchase 

of common and preferred stocks (Compustat item PRSTKC). MV is defined as the market value of 

common stock at the end of the year, which is created through Compustat item CSHO (Common shares 

outstanding) times Compustat item PRCC_C (Price close - annual - calendar). EARN is defined as total 

earnings before extraordinary items (Compustat item IB). By construction, only firm-years with positive 

earnings are included in this calculation. Total Payout Ratio is the sum of dividends on 

common/ordinary stocks (Compustat DVC) and the purchase of common and preferred stock 
(Compustat item PRSTKC) of a firm scaled by its income before extraordinary items (Compustat item 

IB). Dividend Payout Ratio is the dividends on common/ordinary stocks (Compustat DVC) of a firm 

scaled by its income before extraordinary items (Compustat item IB). Share Repurchase Payout Ratio 

the purchase of common and preferred stock (Compustat item PRSTKC) of a firm over its income 

before extraordinary items (Compustat item IB).   

 

 

We present in Figure 1 the averages of payout activities throughout the sample period (1972-

2018). We first find the payout ratio for each firm and then calculate the average for each year 

in the sample. Figure 1 shows that, similar to the result of Fama and French (2001) that the 

average dividend payout ratio has declined during the 20th century, from 18% in 1972 to 12% 

in 2000. The figure also shows that the average share repurchase ratio has during the 20th 

century increased from 3% in 1972 to 12% in 2000. For the first time, in the year of 2000, the 

dividend and share repurchase ratios are on the same level. What is more interesting is what 

happens during the 21st century. It appears that the dividend and share repurchase ratio are 

both increasing rather rapidly by historical standards, thus increasing the total payout ratio. 

This phenomenon has not been experienced previously during the years 1972-2000. During 
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these years, the total payout ratio kept a stable level as dividends decreased when share 

repurchase increased, and vice versa. At its peak, the total payout ratio reaches a staggering 

36% during the year 2017.  Similar to Floyd et al. (2015) we find that before the financial crisis, 

increases in share repurchases push payouts to historic levels. The average repurchase payout 

ratio is lower than the average dividend payout ratio, even though the aggregate share 

repurchase expenditure is substantially higher than dividends after 2004 (Table 2). This could 

suggests that it is more common for larger firms to spend cash on share repurchases. 

 

Figure 2. Distribution of firms by payout method. Figure 2 illustrates the distribution of firms by 

payout method for U.S. firms over the period 1972-2018. The data sample consists of all firm-year 

observations from Compustat and the payout policy of a firm is determined by observing the cash 

expenditures of the firms over a period of a year. Each firm-year observation has data on the variables 

EARN, DIV, REPO, and MV. Dividends (DIV) is defined as total dollar amount of dividends declared 

on the common stock of the firm during the year (Compustat item DVC).  REPO represents any use of 

funds which decreases common and/or preferred stock. This is defined as total expenditure on the 

purchase of common and preferred stocks (Compustat item PRSTKC). MV is defined as the market 

value of common stock at the end of the year, which is created through Compustat item CSHO 

(Common shares outstanding) times Compustat item PRCC_C (Price close - annual - calendar). EARN 

is defined as total earnings before extraordinary items (Compustat item IB).  

 

 

Figure 2 illustrates the distribution of firms by payout method over the period 1972 to 2018. 

The payout policy of a firm is determined by observing the cash disbursements of the firms 

over a period of a year. We find that during the 20th century, the most striking result from the 

figure is the declining trend in the proportion of firms that payout only through dividends, 

which is in line with the results of Grullon et al. (2002). Until the early 1980s, the proportion 

of firms that payout only through dividends represented more than half of the total number of 

firms that distributed cash to their shareholders. After this, firms started to rely more on share 

repurchase programs. 
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When looking at the figure as a whole, from the year 1972 to 2018, the proportion of firms in 

each group has since the beginning of our data set begun to approximate each other. However, 

after the year 2011, the three groups seem to be separating. A fundamental outcome from 

Figure 2 is that during the last few years, there is a larger proportion than ever of firms that pay 

both dividends and share repurchase. Worth mentioning is that the proportion of firms that only 

repurchase their shares have kept a rather stable proportion compared to the proportion of firms 

that only pay dividends, which now stand for the lowest proportion in modern times. This 

evidence is also consistent with the findings of Fama and French (2001) that the proportion of 

only dividend-paying firms has declined over time. Our new evidence, however, shows that 

dividends grew as we enter the 21st century, similar to the findings of Floyd et al. (2015). We 

also show that the proportion of firms only paying dividends declines as of after the year 2012. 
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Table 3 points out several interesting facts about the differences in firm characteristics between 

payer groups. While extending the methodology of Grullon et al. (2002), we added another 

firm characteristic, DEBT/EQUITY, also used by Jagannathan et al. (2000) to see whether or 

not this key ratio is different between the payer groups. There are both similarities and 

differences between our studies of firm characteristics for different payer groups between the 

year 1999-2018, compared to the same research of the years 1972-1999 by Grullon et al. 

(2002). The main similarities are the sizes of firms in the different payer groups. We find that 

the non-payer group (DIV = 0, REPO = 0) is the smallest in terms of mean assets ($2,301) and 

second smallest and market value ($633), followed by the group of firms that only repurchase 

shares (DIV = 0, REPO > 0),  assets ($1,775) and market value ($1,924). Firms that pay both 

dividends and repurchase shares remain the largest. Another difference that appears when we 

extend the data years to 1999-2018 is that firms that only repurchase shares (DIV = 0, REPO 

> 0), appears to have become a lot more profitable, with an average ROA of 13.36%. Unlike 

previous studies by Grullon et al. (2002) and Jagannathan et al. (2000), if we condition on a 

firm paying dividends, there is a difference between firms that do or do not repurchase shares. 

The volatility on earning, on average is the same, however, firms that both repurchase shares 

and pay out dividends have higher earnings.  

 

Table 3 reveals several interesting facts about the relation between firms’ payout policy and 

characteristics. The first payer group, firms that pay out neither dividends or repurchase shares 

(DIV = 0, REPO = 0), have, in addition to their small size in terms of market value and assets, 

lower profitability (6.64%) compared to the other payer groups. Furthermore, this payer-group 

also appears to have the lowest amount of debt in relation to equity. This payer-group has the 

highest market-to-book ratio compared to the other groups. The firms in this payer group are 

also the youngest ones, as 40% of the firms have been traded for less than 8 years. In this payer-

group, ROA has been calculated through weighted mean because our initial results were 

meaningless due to extremely high losses scaled by very small book values of assets. Thus we 

cannot compare this group’s ROA with other payer groups. 
 

The second payer group, firms that only pay dividends (DIV > 0, REPO = 0), we find are the 

second largest in terms of market value and assets, compared to other payer groups. Another 

interesting fact about this payer group is their low volatile earnings, which is in line with the 

assumptions that it is typical for stable firms to pay out dividends (Litner, 1956). What also 

stands out in this payer group is that the firms have an average of 54.73% in debt-to-equity 

ratio, higher than any other group. 
 

When shifting focus to firms that only repurchase shares as payout policy (DIV = 0, REPO > 

0), we find that these firms are generally small, both in terms of assets and market value of 

equity. The firms in this group also appear to have a large proportion of cash and short term 

investments. An important comparison is the findings of both Grullon et al. (2002) and 

Jagannathan et al. (2000) that firms that repurchase shares and do not pay dividends have higher 

volatility in their earnings than firms that only pay dividends. Table 3 also reveals that, 

compared to the study conducted by Grullon et al. (2002), we see that firms that only repurchase 

shares are generally younger compared to firms that only pay dividends. We also find that when 
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conditioning on firms paying dividends, they have a lower non-operating income compared to 

firms that pay dividends. 

 

Lastly, when looking at our final payer-group consisting of firms that both pay dividends and 

repurchase shares (DIV > 0, REPO > 0), we see that these firms are by far the largest, as they 

have an average market value of $4,557 and average assets of $16,907. These firms also 

experience very high profitability with an average ROA of 14.06% while still maintaining low 

volatility of average 3.93%. This group also represents the majority of dividend and share 

repurchase expenditures, with 71% and 81% respectively on aggregate expenditures. Both 

Grullon et al. (2002) and Jagannathan et al. (2000) do not find that firms that pay both dividends 

and repurchase shares have higher volatility in earnings than firms that only pay dividends. We 

are unable to draw the same conclusion as the volatility in earnings for these groups is average 

3.93% and 3.77% respectively. 
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3.3 Regressions on Firm Characteristics 

Table 4 

Regression on firm characteristics and payout policy 

The table reports a fixed effects model with total payout ratio, dividend payout ratio, and share 

repurchase ratio as dependant variables based on a sample of 11,260 firms during the period of 1999 to 

2018 for a total of 68,489 firm-year observations. For total payout ratio, we use the total amount of 

dividends on common and/or ordinary stocks plus the total amount of purchase of common or preferred 

stock (Compustat item DVC and PRSTKC), scaled by income before extraordinary items (Compustat 

item IB). We use a similar definition for dividend payout ratio with dividends on common and/or 

ordinary stocks scaled by income before extraordinary items. For the share repurchase ratio, we use 

purchase of common or preferred stock scaled by income before extraordinary items. SIZE is defined 

as the natural logarithm of a firm’s total assets (ln(Compustat item AT)). D/E is the ratio between total 

debt and total equity (Compustat item DT / Compustat items AT - DT). ROA is the operating income 

before depreciation (Compustat item OIBDP) scaled by the book value of total assets. MB is the market-

to-book ratio [(market value of equity + book value of total assets - book value of equity)/book value 

of total assets]. CASH is the book value of short-term investments and cash (Compustat item CHE), 

scaled by the book value of total assets. To mitigate the effect of outliers, ROA has been winsorized at 

the 1st and 99th percentile. Robust standard errors are in parentheses. *, ** and *** denote significance 

at the 10%, 5% and 1% level, respectively.  

 
 

Table 4 provides us with a better understanding of how different firm characteristics affect the 

payout policy of a firm, not only the total payout ratio but also how they affect the dividend 

payout and share repurchase ratio respectively. We regress our three different payout ratio 

variables with independent variables matching different firm characteristics of a company: size, 

leverage ratio, profitability, cash level, and finally the market-to-book ratio. In the first column, 

we regress the total payout ratio which is a company’s fraction of earnings that it pays out in 
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total, that is the amount paid out in dividends and amount used for repurchasing shares. For 

total payout ratio, we receive significant estimates on four of our five independent variables: 

SIZE with a coefficient of 2.7%, ROA with a coefficient of -0.7%, MB with a coefficient of 

0.0%, and CASH with a coefficient of 1.6%. In our second column, we regress dividend payout 

ratio, which is a company’s fraction of earnings that pays out in dividends. For dividend payout 

ratio, we receive significant estimates on three of our independent variables: SIZE with a 

coefficient of 1.2%, ROA with a coefficient of -0.4%, and CASH with a coefficient of 1.1%. 

In our third column, we regress share repurchase ratio, our final dependent variable. In this 

regression, we obtain significant estimates on three independent variables: SIZE with a 

coefficient of 1.4%, ROA with a coefficient of -0.3% and MB with a coefficient of 0.0%.  

 

We receive positive estimates on SIZE and CASH on all regressions, which is in line with the 

arguments of Agency Theory (Jensen and Meckling, 1976; Jensen, 1986), Life-Cycle Theory 

(DeAngelo, DeAngelo, and Stultz, 2006), and Signaling Theory (Akerlof, 1970; Bhattacharya, 

1979) previously stated. What contradicts the literature is that we receive significant negative 

coefficients on profitability (ROA), which is not in line with Bhattacharya’s (1979) argument 

that a company with higher profitability should have a higher payout ratio to send positive 

signals to its stakeholders. Another contradiction to previous theories is that we receive a 

significant positive estimate on investment opportunity (MB), which contradicts DeAngelo, 

DeAngelo and Stultz’s (2006) argument that a small company that is valued highly above its 

book value should have a lower payout ratio since it should use its excess cash for investments 

rather than rewarding its shareholders. The same argument could also be the explanation to our 

negative estimate on profitability; a highly profitable company is likely to be operating in a 

non-saturated market and should, therefore, use its profits for investments and not increase its 

payout ratio. The only independent variable that did not achieve a significant estimate in any 

regression was leverage (D/E). Apart from that, we receive significant value on all other 

variables in at least one of our regressions, indicating that they have explanatory value on a 

firm’s payout policy.  

 

Two interesting differences in the results of the regressions on dividend payout ratio and share 

repurchase ratio is that the share repurchase ratio obtained a significant estimate on investment 

opportunity (MB) but not on cash level (CASH), while the regression on dividend payout ratio 

obtains a significant estimate on cash level but not on investment opportunity. This implicates 

that the share repurchase ratio is affected by a company’s market-to-book value while the 

dividend payout ratio is not. A possible explanation to this could be derived in part from Life-

Cycle Theory (DeAngelo, DeAngelo, and Stultz, 2006) and our previous results (see Table 3) 

that firms engaging in share repurchase generally are smaller companies with larger market-

to-book ratio and therefore prefer to repurchase shares rather than committing to dividends, 

which we find is still the preferred way of distributing cash to shareholders for larger and more 

mature firms. The same argument could be made for why the cash level is not significant for 

the share repurchase ratio while it is for the dividend payout ratio; a company with higher 

permanent cash level would usually be a more mature company that would prefer to pay 

dividends rather than use it for repurchasing shares, which also finds support in Signaling 

Theory (Akerlof, 1970; Bhattacharya, 1979). 
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4. Conclusion 

 

The main contribution of our thesis is the presentation of major trends in corporate payout 

policies for listed U.S. firms during the 21st century. Our paper gives us valuable insights into 

how the relationship between paying dividends and repurchasing shares has changed over the 

two decades. We learn that during our time-frame (i.e. 1999-2018), firms have shifted from 

preferring dividends to prefer using a combination of share repurchase and dividends. 

Consistent with Lintner (1956) we present evidence that it still is the case that large and stable 

firms rely on dividends as their main way of distributing cash to equityholders. We also show 

that firms that pay out through both dividends and share repurchase are typically very large and 

stable compared to other payer groups. In addition, this group also represents 71% and 81% of 

the total expenditures on dividends and share repurchase, respectively. Furthermore, we learn 

from our regressions that firm characteristics that have previously been claimed to affect payout 

policies still have an impact in the 21st century.  

 

We suggest that there is great potential in future research on this topic. One interesting point is 

to compare the timeline of payout ratios and policies to business cycles or new legislation (e.g. 

the legislation of qualified dividends in 2003). Given the relatively low R-squared values in 

our regressions (25%, 12.4%, and 16.7%), and some contradictory results in comparison to 

previous studies, a more thorough analysis on firm characteristics could be conducted with 

potential interesting results. While we focus on U.S. firms, one could illustrate a more global 

perspective to see if there are any dominant trends on a global scale rather than a national one. 

This could potentially open up discussions on cultures’ impact of payout policy.  
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