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Impact of corporate governance on dividend
policy: A systematic literature review of last two
decades

Debadatta Das Mohapatra®* and Pradiptarathi Panda?®

Abstract: The present study endeavours to perform a systematic review of the
literature related to the impact of corporate governance on dividend policy in the
last two decades. This study uses the systematic literature review process . 143
articles were identified initially and subsequently further narrowed down to 66 most
relevant articles for the scope of this study. This paper critically examines the
influential studies in the literature related to the impact of corporate governance on
dividend policy. The literature review related to corporate governance is analysed
from two broad perspectives i.e. (a)Impact of Shareholder protection on dividend
pay-out and (b) Impact of Controlling stakeholders on dividend pay-out. Our find-
ings are as follows. Firstly, a vast majority of studies have found a positive rela-
tionship between better corporate governance practice and higher dividend pay-
out. Secondly, the study finds that the majority of the research has been done in the
USA and Europe while limited studies have focussed on emerging markets. Finally,
our reviews show that there is a dearth of studies that evaluate the impact of the
structural changes in corporate governance in various emerging markets. This study
contributes to the extant literature in several ways. It highlights the research gaps
in this field and provides a potential agenda for academicians and research orga-
nizations for future research.

Subjects: Finance; Business, Management and Accounting; Corporate Governance
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1. Introduction

Dividend policy is the internal yardstick a company uses to decide how much of the company
income it will distribute to the shareholders. Dividend policy is one of the core corporate finance
decisions that firms must make. From the time of Lintner’s (1956), there have been many studies
to understand the importance of managed dividend policy in creating firm value, but dividend
policy remains an unsolved puzzle.

There is no definitive answer to the perennial question “Whether dividend creates or destroys
firm value”. Dividend policy has a pivotal role to play in corporate finance as it is a double-edged
sword. While dividend distribution is a reward for the loyal shareholders who have invested in the
company, at the same time it depletes the internal capital availabl to the company. Thus, dividend
strategy is intertwined with other core investment and financing decisions of a firm and has a far-
reaching impact on shareholders’ value maximization.

Lintner (1956) is considered as the founder of modern empirical research on dividend theory. He
stated that firms resort to longstanding, stable dividend pay-out ratios and managers avoid
making dividend changes that might be reversed in near future. Thus, firms smoothen their
dividends and dividends are sticky. Many empirical studies have demonstrated that dividends
paid out in a year depend on two important parameters, namely the current earnings and the
previous year’s lagged dividends. Some of the studies which have explored dividend policy from
this angle are Fama and Babiak (1968), Baker (1999), Dhanani (2005), and Brav et al. (2005),
Garrett and Priestley (2012), and Gordon (1959) proposed the “bird in hand” hypothesis. According
to this hypothesis, shareholders prefer a certain current cash dividend as opposed to an uncertain
future dividend. Shareholders will thus value current dividends higher than future capital gains
which are uncertain.

Miller and Modigliani (1961) were the first to question the notion of maximization of firm value
through higher dividend pay-outs. They concluded that managed dividend policy cannot create
additional firm value beyond the value created by the investment policy. In a perfect world without
frictions like taxes or bankruptcy costs, dividend policy is immaterial and does not contribute to
creating firm value. Investors can resort to homemade dividends to mimic the expected cash flow
from the dividend stream.

Black (1976) attempted to understand two basic questions: “Why do firms pay dividends at all?”
and “Why do shareholders prefer stocks that pay dividends?” According to him, in the presence of
a differential tax penalty for dividends compared to capital gains, it did not make sense for firms to
pay dividends as it led to value destruction.

Jensen and Meckling (1976) explored the various areas which give rise to agency conflicts. Even
though managers are expected to act as agents to utilize the assets on the behalf of shareholders
with the objective to maximize their wealth, many a time in real-world managers behave contra-
rily; they resort to resource tunnelling and divert the firm’s assets for their personal gains.

Rozeff (1982) and Easterbrook (1984) stated that dividends play a vital role in addressing the
agency issue. Steady dividend pay-outs force managers to reach out to the capital market for
external financing whenever more capital is needed. This enables the prospective shareholders and
the existing shareholders to scrutinize the performance and the intentions of the management team.

Bhattacharya (1979) constructed a two-period signalling model, which demonstrated that in the

presence of information asymmetry, changes in dividend pay-out signal the firms’ future profit-
ability and expected cash flows to the market. John and Williams (1985) and M. E. Miller and Kevin
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(1985) also constructed signalling models to analyse whether dividends signal the future. The
assumption is that only financially sound firms can afford to declare dividends and firms which are
not that well-off cannot use dividends as a signalling tool. Thus, shareholders put a premium on
dividend-paying firms as they signal a better future.

Each firm has different stages in its life cycle. During the early stage of a newly incorporated firm,
there exists ample scope for future growth and consequently, there is a significant requirement for
capital. In such a scenario, it is prudent to retain earnings as capital rather than distribute them as
dividends. As the firm enters the maturity stage, the demand for capital for investment reduces
drastically, which helps in the accelerated build-up of free cash reserves. Some of the important
studies related to the life cycle theory of dividend payment are Mueller (1972), Fama and French
(2001), Grullon et al. (2002), and DeAngelo et al. (2006), and Coulton and Ruddock (2011).

The behavioural dividend theory was first proposed by Shefrin and Statman (1984) to explain the
phenomenon of why shareholders prefer dividend-paying stocks. Many shareholders are not able
to delay gratification and are forced to sell shares to fund their consumption requirements which
can be avoided if the stocks pay dividends on a regular basis. Thus, they prefer to own stocks that
pay steady dividends. Baker and Wurgler (2004) further developed the catering theory by making it
time-varying. They argued that shareholders’ demand for dividends varies with time.

1.1. Corporate governance and dividend policy

The term corporate governance can be interpreted in either a narrow sense or a broad sense. From
the perspective of this study, corporate governance is defined in a broad sense, which basically
encompasses a set of practices by which organizations are controlled, directed, and governed. The
most important objective of corporate governance is to enable an environment whereby the organi-
zation’s top management acts in the interest of the organization and its stakeholders, thus mitigating
the agency cost. Figure Figure 1 explains the reason for the agency cost which arises due to the
divergence of objectives between the shareholders and the top management. Several studies over
the past decades have explored the impact of corporate governance on the dividend policy of a firm.

The impact of the quality of corporate governance on dividend policy has been researched in
detail over the years. While many studies found that a robust corporate governance culture acts as
a catalyst for higher and increased dividend pay-outs (Michaely & Roberts, 2006; La Porta et al,,
2000; Renneboog & Szilagyi, 2015), some contrasting studies have found the reverse to be true (Jo
& Pan, 2009; Nielsen, 2006; Officer, 2007).

Studies have found evidence of minority stakeholders’ protection having a positive impact on
higher dividend pay-out. La Porta et al. (2000) did a pioneering study of dividend policy in 33
countries and found strong evidence of a direct link between larger dividend payments and
stronger shareholder protection. They put forward and tested two agency models related to the
payment of dividends. The first model, called the substitution model, suggests that firms with
weaker shareholder protection and rights tend to pay a large amount as dividends to mask and
protect their reputation in the market. To summarise, according to the substitution model, divi-
dends act as a substitute for minority shareholder rights and firms use dividend payments to
counter the perception of shareholder exploitation.

The second model, known as the outcome model, suggests just the opposite: dividends are paid
as a by-product of stronger norms regarding minority shareholders’ protection which leads to
shareholder activism pressurizing the firms to distribute large dividends.

La Porta et al. (2000) demonstrated that well-managed firms with better shareholder protection

culture, generally resort to higher pay-outs. Similar results favouring the outcome model were
reported by Michaely and Roberts (2006), who performed a comparative study on British firms.
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Figure 1. Divergence of
objectives.
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Their study found that public firms, which by regulations were mandated to adhere to tougher
shareholder protection norms, paid significantly higher dividends as compared to private firms.

Similarly, an efficient and strong legal system is essential for shareholder protection and helps in
ensuring dividend payments by reducing the scope for agency problems in the firms. Mitton (2004)
examined the cascading impact of corporate governance on dividend policy, first at country level and
then at firm level. For the purpose of his study, he used a sample of 365 firms spread across 19
countries. He used the type of legal systems as the proxy or indicator of the level of shareholder
protection prevalent in a country. He found that firms located in common law countries made larger
dividend pay-outs compared to the firms located in civil law countries, which was in sync with the
findings of La Porta et al. (2000). Additionally, he found that firms within the same country, which
followed a better corporate governance practice, paid higher dividends than their counterparts.

Subsequent studies by Von Eije and Megginson (2008) and Denis and Osobov (2008) also
supported the “outcome hypothesis”. On the contrary,) Jo and Pan(2009) in their study found
evidence of “substitution model”, i.e., dividend was paid out as a substitute for weaker shareholder
rights.

Thus, the contrasting impact of corporate governance on dividend pay-out makes it difficult to
understand its scope and measurement from the dividend policy perspective. Hence, a detailed
literature review is necessitated to better understand this important subject. The purpose of this
research paper is to present a systematic literature review (SLR) of the impact of corporate
governance on dividend pay-out. SLR methodology will be instrumental in creating a justifiable
synthesis of the existing evidence related to the variables under study. Furthermore, this SLR will
help to identify the existing research gaps and define the future area of research. The impact of
corporate governance on dividend policy is primarily examined in this SLR through the prism of a)
shareholders’ protection and b) controlling stakeholders (especially owners). The two important
research questions of interest, addressed in our present study are as follows:

a. What is the impact of shareholder protection on dividend pay-out?

b. What is the impact of controlling stakeholders on dividend pay-out?
2. Review methodology
To evaluate the contributions of previous studies; a focussed analytical review strategy is of
paramount importance. The present study uses the five-stage process for performing

a systematic literature review (SLR) . The five steps are as below:

(1) Define scope of SLR
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(2) Search strategy formulation
(3) Screening/Filtering criteria

(4) Quality assessment procedure
(5) Data reporting and analysis

2.1. Scope and objectives of SLR
The primary purpose of the present study is to perform exploratory analysis followed by categor-
ization and synthesis of the existing studies related to Corporate Governance and Dividend policy.

2.2. Search strategy (review protocols)

The keywords defined for the purpose of the Search strategy are “Corporate Governance”,
“Dividend Policy”, “Minority Shareholders”, “Agency Cost” and “Ownership”. Different Boolean
search operators were used to extract the required studies from the various databases. “AND”
was used to connect different constructs and narrow down the search. “OR” was used to expand
the search. Truncation was used for root word search. We conducted a structured electronic
search of articles to explore existing literature. Reputed databases like SAGE, Taylor and Francis,
Elsevier (ScienceDirect), and JSTOR were explored using search strings constructed from the key-
words. We put a limit on the time period under consideration for the study and included those
articles which were published from 2000 to 2021. We applied the process of forward (further cited
articles) and backward (reference articles) search and finally the search resulted in 143 articles.
Table 1 explains in detail the Boolean search parameters.

Table 1. Boolean search

Concept Keywords and search strings Boolean operators
Corporate Governance Corporate AND governance AND AND, OR “Exact Phrase,”
Dividend AND policy “adjective” forward and backward

search andLimits (Publication date,
publication types. Language).

Ownership Ownership AND Dividend AND AND, OR TRUNCATION(Owner*)
policy “Exact Phrase,” “adjective” forward
and backward search andLimits
(Publication date, publication
types. Language).

Agency cost Agency AND cost AND Dividend AND, OR TRUNCATION(Agency*)
AND policy “Exact Phrase,” “adjective” forward
and backward search andLimits
(Publication date, publication
types. Language).

Minority Shareholders Minority AND Shareholders AND AND, OR TRUNCATION(Minority*)
Dividend AND policy “Exact Phrase,” “adjective” forward
and backward search andLimits
(Publication date, publication
types. Language).

2.3. Screening

Only full papers published in academic journals were considered. Conference papers and workshop
papers were excluded from the purview of the present study. The articles not published in English
and paid articles were excluded. Initial screening of articles was done by reviewing the title,
abstract, keywords, and findings to understand if it deals with the scope of this study, namely
the impact of corporate governance on dividend policy. Finally, 66 articles were shortlisted to be
analysed in the study.
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Figure 2. Year wise No. of
papers published.
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2.4. Quality assessment

The quality assessment of the articles for inclusion in the literature review was based on two
parameters. The first criterion was the publishing source, and the second criterion was the content
relevancy. Only the articles published in journals ranked in either Q1 or Q2 quartiles according to
Scimago Journal & Country Rank index are considered for further evaluation. The full text of all the
66 articles was thoroughly examined to determine whether the papers were eligible to be con-
sidered for this study. The authors individually assessed the relevance of the articles for inclusion
and excluded irrelevant ones.

2.5. Data reporting and analysis

In depth analysis of the metadata for the selected papers was performed. Most of the papers are
empirical in nature. The majority of the studies have used longitudinal data and are based on
panel data analysis. There are two broad corporate governance spectra under which the majority
of the studies have been undertaken. One major theme is evaluating the impact of agency cost
including stakeholder protection on dividend policy and the other theme examines the effect of
controlling stakeholders on dividend policy. We have also analysed the data from the year-wise
publication perspective and countries where the sample was taken. As can be seen from
Figure Figure 2, a major portion of the papers have been published between 2010 to 2015 which
appears to be a very productive phase. The Americas and Europe are the regions where the
majority of the research has been conducted. Thus, it can be safely concluded that most of the
research has happened in developed countries. Further, Figure Figure 3 demonstrates that the US
is the top preferred choice as a country for the studies while there are hardly any studies in the
ASEAN and other emerging market economies. Figure 4 provides a graphical view of the top six
countries of study.

3. Systematic literature review and findings

In the present study, the literature review related to corporate governance is analysed from two
broad angles i.e. (a)Impact of Shareholder protection on dividend pay-out and (b) Impact of
Controlling stakeholders on dividend pay-out. The SLR found that there was a steady increase in
the number of published studies related to the impact of corporate governance on dividend pay-
out after the financial crisis of 2007-2008. Most probably this was driven by the overall increase in
interest to explore the mitigating role of corporate governance to prevent financial fraud.
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Figure 3. Top regions of study.

Figure 4. Top 6 countries of
study.
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3.1. Methodology and tools used

The three main methodologies used in the published articles are empirical, theoretical/conceptual,
and survey-based. Out of these methodologies, the most dominant one is the empirical methodology
which is used in more than 90% of the studies. SLR also reveals that Panel regression is the dominant
tool used in the majority of empirical papers. Tobit, Logit, and Probit models are frequently used along
with panel regression. Tran (2020) while exploring the impact of corruption on dividend pay-out uses
both Logit and Tobit, models. Alzahrani, & Lasfer (2012), Atanassov & Mandell (2018), Knyazeva, &
Knyazeva (2015), Martins & Novaes (2012), and Renneboog and Szilagyi (2015) are some other
studies which have used Tobit or Logit models. Two important conceptual studies are by Allen et al.
(2000) and Mori and Ikeda (2015). Both papers explored the impact of ownership structure on
dividend pay-out. Chen, Leung, & Goergen (2017) and Hossain, Hossain, & Kryzanowski (2021) used
Propensity score matching and Instrument variable approach in their studies while Barros et al.
(2021), Brockman, Tresl, & Unlu (2014) and Michiels, Voordeckers, Lybaert, & Steijvers (2015) have
used mixed methodology for the research conducted by them. Some of the studies have used
Simultaneous equation methods for their research (e.g., Balachandran et al., 2019; Gugler, 2003).

3.2. Themes researched

Some of the important papers which investigated the impact of shareholders protection on
dividend pay-outs are Alzahrani, & Lasfer (2012), Atanassov & Mandell (2018), Gugler and
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Yurtoglu (2003), La Porta et al. (2000), Michaely & Roberts (2012) and Mitton (2021., 2004 found
that the presence of activist shareholders increases the probability of a firm paying dividends.
Petrasek (2012) studied how cross-listing of various international firms in the USA impacted their
dividend policy. He found that cross-listing on exchanges that mandated higher standards of
shareholder protection and financial transparency leads firms to increase the dividend payments
by 9% as a percentage of their earnings. Renneboog and Szilagyi (2015) performed an empirical
sample study of 150 Dutch firms and concluded that firms pay comparatively smaller dividends
when they operate in an environment of a restrictive governance regime.

Several empirical studies have explored the relationship between controlling stakeholders and
dividend pay-out. A controlling stockholder or group is present in many public firms. In most cases,
the controlling stake is owned by the members of the family that founded the firm (Claessens
et al., 2000; Faccio et al., 2001). Claessens et al. (2000) found that family control of listed firms was
widespread in Asia and in Western European countries. Perez-gonzalez (2002) similarly found that
a firm’s dividend policy is influenced by the tax position of the controlling shareholders. Goergen
et al. (2004) in their study of German firms found a strong and material relation between dividends
and the percentage of voting rights held by the largest equity shareholder.

Amihud and Murgia (1997) studied the effect of bank control in German firms and found that it
increases the probability that a firm will reduce or omit dividend payments. Gugler (2003) exam-
ined the impact of state control of firms in Austria on their dividend policy and observed that in
comparison to “family-controlled” firms, “state-controlled” firms had higher pay-out ratios. The
study by Attig et al. (2016) found that dividend payments by a firm were inversely related to family
control and ownership of the firm. Pindado et al. (2012) investigated the use of dividend policy as
a corporate governance mechanism to overcome agency problems between the controlling family
and minority investors in a sample of family firms from nine eurozone countries and found
a positive correlation. Balachandran et al. (2019) performed an in-depth study of Australian
firms and concluded that insider ownership positively influences dividend policy. On the contrary,
Wu et al. (2020) researched Taiwanese firms and found that family-controlled firms pay lesser
cash dividends than non-family-controlled firms. A recent paper by Goyal et al. (2020) examined
the impact of significant state ownership in privatized firms on the corporate dividend policy. They
found robust evidence that the extent of state ownership positively influences dividend pay-outs.

3.3. Geographic orientation

Majority of the studies have been performed in developed countries especially US (e.g., Atanassov
& Mandell,2018; Chen, Leung & Goergen,2017; lJiraporn, Kim & Kim,2011; Knyazeva &
Knyazeva,2015; Sharma,2011). Very few studies have been done in the ASEAN countries or other
emerging economies like China, India, and Latin American countries (e.g., Faccio et al., 2001; Li,
Zhou, Yan & Zhang,2020; Martins & Novaes,2012). Germany and U.K. are the two countries in the
European region where multiple relevant research has happened over the years(e.g., Geiler &
Renneboog, 2016; Goergen et al, 2004; Khan, 2006; Michaely & Roberts,2012; Renneboog &
Trojanowski, 2007). Some of the studies have done research across multiple countries. Ye et al.
(2019) did a multi-country study in 22 countries and discovered a robust positive relationship
between the degree of gender diversity on the board and dividend pay-out. Tran (2020) performed
cross-country research in 47 countries and found that level of corruption increases the agency cost
and thus leads to a higher probability of dividend payment. Truong and Heaney (2007) did multi-
country research and found that insider ownership reduces dividend pay-out.

4. Scope for research in future

Although there have been many studies related to the impact of corporate governance on dividend
policy globally, there are certain under-explored areas, which can be taken up in future studies.
The SLR finds that there is limited theoretical and empirical study to evaluate the impact of
structural changes in the Corporate governance on dividend policy, which have been implemented
in the last two decades, for e.g., there are no studies exploring the impact of the modification to
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Singapore corporate governance code in 2012 which mandates that majority of directors must be
independent if the chairman of the board is not independent or the UK corporate governance code
(2014) which requires that risk management and internal control system is monitored by the board
and at least once a year a review is carried out and reported in the annual report.

Future studies can focus on analysing the impact of major corporate governance structural
changes, especially in emerging markets. Do the changes in corporate governance solicit share-
holder activism? Do the minority shareholders have more say in the dividend policy of a company
now as compared to earlier? Is the management now being forced to distribute excess cash, which
cannot be profitably redeployed in the business? These are some of the mute questions to be
carefully examined in the backdrop of the corporate governance changes happening across the
world in various countries.

5. Conclusion

Despite numerous academic studies, dividend policy remains a puzzle. In the last two decades,
a significant attempt has been made to understand dividend policy through the framework of
corporate governance. This article attempted to present a review of the important literature related
to the impact of corporate governance on dividend policy. We reviewed both the conceptual and
empirical studies relating to various facets of corporate governance and its impact on dividend policy.

This paper contributes to the area of corporate governance and dividend policy in multiple ways.
After analysing the existing literature on the topic, we find that corporate governance practices
across various countries have a positive impact on the dividend pay-out which is in sync with the
ideas expressed in the pioneering paper by La Porta et al. (2000). We analysed the various papers
to understand the methodology and tools used for the research and find that very few studies
have used theoretical model or survey method for the purpose of their research.

The corporate governance framework has evolved and become robust with time. Due to the
rapid evolution of corporate governance standards globally, especially those related to minority
shareholder protection, companies may be more positively inclined to pay higher dividends.
However, the present Systematic Literature Review found that there are limited studies examining
the dividend policy from the perspective of minority shareholder protection, especially in emerging
markets. The focus of the studies has been biased towards the developed countries with very few
noteworthy studies undertaken in emerging economies.

Although the present study provides significant insight into the existing body of knowledge and
identifies the future research scope still it suffers from some limitations. Firstly, this study uses the
systematic literature review process advocated by Opoku et al. (2015) but the Boolean keywords
used by us for filtering the papers are not exhaustive so it is possible that we might have missed
out on defining some keywords. Secondly, the study has used the top-rated electronic databases
like SAGE, Taylor and Francis, Elsevier (ScienceDirect), and JSTOR but there may be other databases
containing excellent articles which could not be analysed in the present study. Finally, the present
study has explored in detail the impact of insider ownership or family ownership and institutional
ownership while touching upon some of the papers related to director ownership, block ownership,
etc. Although the authors have diligently followed a systematic approach for the literature review
still due to the inherent challenges of classifying the sample studies based upon certain criteria,
there is the probability of some loss of information.
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Appendix A. Summary of the studies on shareholder protection, board composition, cor-
ruption and dividend policy

Authors(year) Research Question Research Findings
Sample
Hossain, Hossain, | Does political corruption impact us firms Firms headquartered in more corrupt
and Kryzanowski | dividend pay-out? states pay higher dividend
(2021)
Barros et al. Do activist shareholders influence | US firms Significant presence of activist
(2021) a firm’s dividend policy? shareholders increases the probability
of a firm paying dividend.
Tran (2020) Does corruption impact the 47 countries | Corruption is positively related to both

Ye et al. (2019)

decision to pay dividends and
dividend pay-out ratio?

Does board gender diversity
increase dividend pay-outs?

22 countries

the decision to pay dividends and the
pay-out ratio

Strong positive relationship between
board gender diversity and dividend
pay-outs

Atanassov and Does Corporate governance us firms Firms with weaker governance pay out
Mandell (2018) impact positively or negatively more cash dividends than better
dividend pay-out? governed firms
Chen, Leung, and | Does proportion of female us firms Firms with a larger fraction of female
Goergen (2017) directors on their board impacts directors on their board have greater
dividend pay-outs? dividend pay-outs
Geiler and Whether corporate pay-out UK firms CEOs adopt a Pay-out policy that
Renneboog policies are set by CEOs who increases the value of their equity-
(2016) intend to maximize their personal based pay i.e., inclination towards
wealth? share repurchase rather than dividend
payment.
Chang, Kang, and | Does institutional ownership Us firms Positive relationship between
Li (2016) impact dividend pay-out? concentrated institutional ownership
and dividend pay-out.
Renneboog and | Does low shareholder protection | Dutch firms | Firms operating in a restrictive
Szilagyi (2015) impact dividend pay-out? governance regime prefer to pay less
dividends
Burns, McTier, Does weak investor protection European firms in weak investor protection
and Minnick reduce dividend pay-out? countries countries use dividends to establish
(2015) a favourable reputation with minority
shareholders for distributing excess
free cash flow.
Yarram and Does board characteristics impact | Australian Board independence has a significant
Dollery (2015) dividend pay-out? firms positive influence on the dividend
behaviour of Australian firms.
Michiels, Does conflict of interest between | Belgian Intra-familial conflict of interest
Voordeckers, active and passive family firms results in a higher propensity to pay
Lybaert, and shareholders impact dividend dividend
Steijvers (2015) policy?
John, Knyazeva, | Do weakly governed firms us firms Firms precommit through pay-out and
and Knyazeva precommit dividend pay-out? debt policies in the presence of weak
(2015) corporate governance.
Eisdorfer, Does higher executive us firms Managers with high pension holdings

Giaccotto, and
White (2015)

compensation impacts dividend
pay-out?

are less likely to adopt a high dividend
policy that can risk their future pension
pay-outs.
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(Continued)

Authors(year)

Research Question

Research
Sample

Findings

Brockman, Tresl,
and Unlu (2014)

Does insider trading laws impact
dividend pay-out?

24 countries

Weak insider trading laws lead to
a higher propensity of paying
dividends, larger dividend amounts
and greater dividend smoothing.

Abreu and Does banks with weak corporate | US firms Larger, more profitable, and low
Gulamhussen governance pay more dividend? growth banks tend to pay more
(2013) dividends thus dividends compensate
for the need for monitoring.
Martins and Does mandatory dividend rule Brazil firms | Average dividend yield in Brazil is
Novaes (2012) increase the dividend yield? higher than in the U.S. due to the
mandatory dividend rule in Brazil.
Alzahrani, and Does the quality of investor 24 OECD Firms in strong investor protection
Lasfer (2012) protection impact dividend pay- countries countries pay lower cash dividends.
out?
Petrasek (2012) Do transparent firms pay out more | Cross-listing | Cross-listing on exchanges which
cash to shareholders? in the USA | mandated higher standards of
shareholder protection and financial
transparency, leads firms to increase
in the dividend payments.
Michaely and Do public firms pay more British firms | Public firms subject to stronger
Roberts (2012) dividends than private firms? shareholder protection pay higher
dividends compared to private firms.
Allen, Does monitoring by relationship us firms Dividend pay-outs decline in the
Gottesman, banks impact the dividend pay- presence of monitoring by relationship
Saunders, and out? banks, which acts as an effective
Tang (2012) governance mechanism.
Sharma (2011) Does board independence impact | US firms Positive association between the
the propensity to pay dividend? propensity to pay and board
independence.
Jiraporn, Kim and | Does quality of corporate us firms Firms with stronger governance exhibit
Kim (2011) governance impact the propensity a higher propensity to pay dividends.
to pay dividend?
Francis, Hasan, Does passage of Anti-takeover law | US firms Anti-takeover law leading to
John, and song impact propensity to pay managerial entrenchment results in
(2011) dividend? reduction of propensity to pay
dividend.
John,Knyazeva, Does geography impact the Us firms Remotely located firms, particularly
and Knyazeva dividend pay-out? those facing more severe free cash
(2015) flow problems, use regular dividend
payments to disgorge cash and
mitigate agency costs.
Jeon, Lee, and Does foreign ownership impact Korean Foreign investors lead firms to pay
Moffett (2011) dividend pay-out? firms more dividends due to monitoring
incentives.
Adjaoud and Does firm level corporate Canada Firms with stronger corporate
Ben-Amar (2010) | governance impact dividend pay- | firms governance have higher dividend pay-
out? outs.
Jo and Pan Does managerial entrenchment us firms Firms with entrenched managers are
(2009) affect propensity to pay dividend? more likely to pay dividends.
Sawicki (2009) Does corporate governance 5 east Asian | Strong positive relationship between
impact dividend pay-out? countries governance and dividends emerges

post-crisis, consistent with substantial
improvements in governance.
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Authors(year) Research Question Research Findings
Sample
Denis and Does agency cost play a role in sample Propensity to pay dividends is higher
Osobov (2008) dividend pay-out? across 6 for firms whose retained earnings
countries. comprise a large fraction of total

equity.

Von Eije and Does financial reporting frequency | 15 countries | Firms with higher financial reporting
Megginson impact dividend pay-out? part of frequency are associated with higher
(2008) European pay-out.
union
Kowalewski, Does corporate governance Public One of the important determinants for
Stetsyuk, and impact dividend pay-out? companies | dividend pay-out is corporate
Talavera (2007) in Poland governance culture adopted in a firm.
Mitton (2004) Does quality of corporate Firms in 19 | Compared to firms in Civil law
governance in a country impact countries countries, the firms in common law
dividend pay-out? countries pay higher dividend.
Hu and Kumar Does managerial entrenchment Us firms Managerial entrenchment is
(2004) impact dividend policy? a significant factor in the
determination of pay-out policy.
Gugler and Does deviations from the one- Germany Deviations from the one-share-one-
Yurtoglu (2003) share-one-vote rule impact vote rule due to pyramidal and cross-
dividend pay-out? ownership structures are associated
with lower pay-out ratios.
La Porta et al. Does corporate governance Firms from | Firms operating in countries with laws

(2000)

prevalent in a country impacts
dividend pay-out?

33 countries

providing stronger shareholder
protection pay higher dividends.
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Appendix B. Summary of studies on controlling stakeholders and dividend policy

Authors(year) Research Question Research Findings
Sample
Teng, Li and Does institutional ownership Taiwan Institutional ownership increased dividend
Yang (2021) impact dividend pay-out of firms pay-out in family-controlled firms.
family-controlled firms?
Goyal et al. ‘ Does extent of state ownership | 191 firms Extent of state ownership in privatized
(2020) impact dividend pay-out? from 26 firms positively impacts dividend pay-out.
countries
Li, Zhou, Yan, Does controlling shareholders | China firms | Controlling shareholders share pledging
and Zhang share pledging impact dividend decreases firm cash dividend payments.
(2020) pay-out?
Wu et al. (2020) | Does family-controlled firms Taiwan Family-controlled firms pay less cash
pay less dividend? firms dividends than non-family-controlled
firms.
Balachandran Does insider ownership impact | Australian Insider ownership positively influences
et al. (2019) dividend policy? firms dividend policy while higher foreign
institutional ownership leads to less
dividends.
Gonzalez, Does concentration of 6 Latin When ownership concentration is high and
Molina, Pablo, ownership impact dividend American the largest investor is identified as an
and Rosso pay-out? countries individual, firms tend to pay fewer
(2017) dividends.
Attig et al. Does family control impact Firms from | Family control is negatively related to the
(2016) pay-out? East Asian dividend pay-out ratio.
countries
Isakov and Does family firms pay higher Swiss firms | Founding family firms display significantly
Weisskopf dividend compared to other higher dividend pay-outs relative to
(2015) ownership structure? companies with other ownership
structures
Mori and lkeda | Does ownership structure Theoretical | When dividend-averse individuals
(2015) impact dividend pay-out? model collectively hold a majority stake in
a dispersed ownership structure,
a dividend-seeking block holder might be
compelled to propose lower dividends.
Al-Najjar and Does Institutional ownership UK firms Institutional ownership positively affects
Belghitar (2014) | affect dividend? cash dividend payments
Michaely and Do public firms pay higher UK firms Public firms pay higher dividends and the
Roberts (2012) dividends than private firms? dividends are more sensitive to investment
opportunities.
Pindado et al. Does family firms pay higher 9 Eurozone | Family firms distribute higher and more
(2012) dividend? countries stable dividends.
Leary and Does level of institutional Us firms Firms with greater institutional holding
Michaely (2011) | holding in a firm impact resort to more dividend smoothing.
dividend smoothing?
Atmaja (2010) Do family-controlled firms pay | Australian Family controlled firms pay higher level of
higher dividend? firms dividends.
Yoshikawa and | Does family control impact Japan firms | Family control is positively related to
Rasheed (2010) | dividend pay-out? dividend pay-outs
Truong and ' Does insider ownership impact | Firms from | Probability of firms paying dividends

Heaney (2007)

dividend pay-out?

37 countries

increases with higher profitability, lower
level of debt, and when an insider is not
the largest shareholder.
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Authors(year) Research Question Research Findings
Sample
Amihud and Li | Does institutional holding Us firms Dividends are less likely to increase in firms
(2006) impact dividend policy? with high institutional holdings.
Khan (2006) Does insider ownership impact | UK firms Dividends vary inversely with insider
dividend policy? ownership.
Mancinelli and Does voting right of the largest | Italian firms | Firms make lower dividend pay-outs as the
Ozkan (2006) shareholder impact dividend voting rights of the largest shareholder
pay-out? increase.
Grinstein and Does institutional holding Us firms Higher institutional holdings or
Michaely (2005) | impact dividend policy? a concentration of holdings do not cause
firms to increase their dividends.
Goergen et al. ' Does bank as a major German Higher bank control in a firm increases the
(2004) shareholder in a firm impact firms probability of the firm omitting dividend
the dividend policy? pay-outs.
Renneboog and | Does voting power of outside | UK firms The Lintner model sensitivity of dividends
Trojanowski shareholder impact dividend to earnings is weaker when the firm has
(2007) policy? a large block holder.
Goergen et al. Does voting power of largest German Large block holder wields significant
(2004) block holder impact dividend firms control and there is a U-shaped relation
pay-out? between the largest stockholder’s voting
power and the dividend pay-outs.
Gugler (2003) Does ownership structure Austrian State-controlled firms have higher pay-out
impact dividend policy? firms ratios and are more reluctant to cut
dividends than are family-controlled firms.
Short, Zhang Does institutional ownership UK firms Firms having Significant institutional
and Keasey impact dividend pay-out? ownership tend to pay higher dividend
(2002) while firms with higher managerial
ownership tend to pay lower dividend.
Fenn and Liang | Does management stock Us firms Managerial share ownership tends to
(2001) option impact dividend pay-out increase dividends at companies with the
? most severe agency problems.
Faccio et al. Does group dffiliation in East Asian Family control of firms dampens dividend
(2001) corporation impact dividend countries pay-out.
pay-out?
Allen et al. ‘ Does ownership structure Theoretical | Dividends serve as a side payment from
(2000) impact dividend pay-out? model individuals who delegate monitoring tasks

to the block holder.
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