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Recent trends in dividends and share 
repurchases 

Repurchases became a dominant force

– Share repurchases were relatively 
unimportant until the mid-1980s, but since 
then have become an important form of 
payment

– Average annual growth of 26.1% for 
repurchases vs. 6.8% for dividends
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Dividend yield steadily declined

Recent trends in dividends and share 
repurchases 
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The Aggregate Dividend Yield, Share Repurchase Yield, 
and Total Payout Yield 
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Firms substituting repurchases for dividends

Recent trends in dividends and share 
repurchases 
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Recent trends in dividends and share 
repurchases 

Profile of high-payout firms

– Large Cap.
– Low (er) growth
– Low (er) risk
– Large (er) institutional holdings
– Relatively under-valued
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Performance and payout
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Management perspective on dividends and 
share repurchases 

Payout Policy in the 21st Century
• Research survey

384 usable survey responses
• 256 public, 128 private

• Response rate of 16%

Interview 23 CFOs/CEOs
• 40–90 minutes in length

Several follow-up surveys

Source: Brav, Graham, Harvey, Michaely; JFE 2005
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How are payout decisions made? 

Do not cut dividends ranks equal to or above all 
of these items

Exception

Fund investment

Liquidity and possible contingencies

Payout decisions are second-order



Roni Michaely

10

Payout vs. investment decisions

Fund externally, rather 

than cut

Investment decision 

made first

Good alternative 

investments

M&A strategy
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Are payout decisions conservative?

Try to avoid cutting

Negative consequence 

to cutting

Maintain historic policy

Change is what matters

Not cut in future

Smooth from year to year
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Other payout factors

Stability of earnings

Extra cash 

Stock price

Convey information
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Do taxes affect payout decisions? 

Yes – but 2nd order effect 

Recent press (and some academic research) 
suggests otherwise



Roni Michaely

15

Investors and Taxes
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May 2003 tax cut 

Dividend tax rate reduced to 15%
• from 38%

Capital Gains tax rate reduced to 15%

Applies to taxable, retail investors

Set to expire in 2009
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Popular press 
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Academic

Chetty and Saez
• QJE Aug 2005

Surge in initiations in 2nd half of 2003
• More at firms where execs own stock

• Fewer at firms where execs hold options
• More at firms with taxable, retail investors

Brown et al.
• Stock/option effects change in 2nd half 2003
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Dividend initiations
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Who sets stock price?

36 56

Rating agencies

Analysts

Individuals
2

Institutions and 
hedge funds
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Who sets stock price?  (holdings data)
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Who sets stock price?  (NYSE trading data)
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<= 30% of firms say tax cut will lead to dividend 
initiation/increase

2003 Tax cut not a 1st order concern

Series of surveys asking about effects of tax cut
• Before details known (Feb 2003)

• After law signed (June 2003)

• >2 years after law in effect (August 2005)
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Taxes affect dividend decisions?

Source: Brav, Graham, Harvey, Michaely; 2006 working paper
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Taxes still second-order concern

Stability of CF
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Differential taxation does not seem to have 
much impact on dividend policy
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What has happened? 

Initiations
• Accelerated initiations by firms that would have 

initiated fairly soon anyway

Dividend increases
• Rapid growth … but more than just taxes at work
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Actual vs. predicted dividends 
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Dividend initiations
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Initiations since 1978 (quarterly)
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Reasons given for initiating

For all dividend initiations, 2003–2005
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Not much reaction to tax cut
• in U.S. market
• in U.S. market vs. European market

• relative to REITS

Non-payers more positive reaction than payers
• Cap gains effect bc nonpayers more likely to issue stock?

High div-yield stocks react more than low div stocks
• But cumulative difference disappears within two months

Conclusion: Modest, short-lived market reaction

Stock market reaction 

Source: Fed Reserve, 2006 working paper
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Overall: Implication that effect of tax cut was “second-
order” is consistent with market reaction

Stock market reaction (2)
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Conclusions 

•Big change in the dividends-repurchase mix over the last 20 
years
•Repurchases are as important as dividends

•Firms that increase payout typically experience reduction in 
growth and a change in their risk profile

•Maintaining dividends more important than investment

•Stable future earnings 1st order

•Taxes matter but are 2nd order
• Retail investors not that important
• Surge in initiations affected by non-tax factors, too
• Stock market shrugged off tax cut


