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ABSTRACT

We compare dividend policies of U.S. and Japanese firms, partitioning the Japa-
nese data into keiretsu, independent, and hybrid firms. We examine the correla-
tion between dividend changes and stock returns, and the reluctance to change
dividends. Results are consistent with the joint hypotheses that Japanese firms,
particularly keiretsu-member firms, face less information asymmetry and fewer
agency conf licts than U.S. firms, and that information asymmetries and0or agency
conf licts affect dividend policy. Japanese firms experience smaller stock price re-
actions to dividend omissions and initiations, they are less reluctant to omit and
cut dividends, and their dividends are more responsive to earnings changes.

CORPORATE GOVERNANCE IN JAPAN differs dramatically from the dominant form
of corporate governance in the United States. According to Gerlach ~1992!,
large Japanese firms have strategic and stable equity cross holdings with
other firms, reciprocity in trade and financial relations, and close ties to
their banks.1 Within Japan, though, corporate governance is not homo-
geneous. Some firms operate within industrial groups, or keiretsu, while
others are independent. Keiretsu member firms differ from independent firms
in the breadth and depth of cross-firm ties, and in the size and scope of their
network’s reach. In 1990, members of the six largest keiretsu groups ac-
counted for 17.8 percent of total sales in Japan.2

The close ties between managers and investors in Japanese firms, and in
keiretsu firms especially, substantially reduce information asymmetries and
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1 Prowse ~1992! compares corporate governance in Japan and the United States, Bergloff and
Perotti ~1994! examine the keiretsu form of governance in detail, and Roe ~1990! and Grundfest
~1990! explore the political roots of current U.S. legal restrictions on firm0bank relations.
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agency conf licts relative to their U.S. counterparts.3 Previous studies have
utilized the cross-sectional differences in corporate governance structures
between U.S. and Japanese firms, and between keiretsu and independent
Japanese firms, to examine corporate finance theories based on information
asymmetry and agency conf lict. For example, Hoshi, Kashyap, and Scharf-
stein ~1990a, 1990b, 1991! look at financial distress and investment, and
Prowse ~1990, 1992! examines leverage and ownership concentration. Our
study takes advantage of the cross-sectional differences in governance struc-
tures to better understand the impact of information asymmetries and agency
conf licts on corporate dividend policy. Specifically, we examine two of the
most well-established characteristics of dividends: the positive correlation
between dividend change announcements and stock returns, and the reluc-
tance of managers to change dividends.

The dividend literature has primarily relied on two lines of reasoning to
generate predictions about dividend behavior: information asymmetry and
agency conf licts. The information-asymmetry models argue that managers
know more than investors about the firm’s prospects and that dividends
reveal some of that information to the market.4 This implies that dividend
change announcements should be positively related to stock returns because
a higher dividend level signals higher current or future earnings. A number
of studies report significant excess returns around the announcement of div-
idend changes: positive ~negative! returns are associated with positive ~neg-
ative! changes in dividends.5 Information asymmetry also helps explain the
observed reluctance of managers to change dividends. Lintner ~1956! argues
that managers are extremely reluctant to cut dividends for fear of sending a
negative signal, and reluctant to increase dividends for fear they will have to
cut them in the future. Subsequent empirical work has confirmed and ex-
tended his work.6

Applying U.S. information asymmetry models to Japanese firms is prob-
lematic for two reasons. First, the level of interaction between managers and
shareholders is much more intense in Japan than in the United States. Gerlach
~1992! describes in detail the “complex web” of interactions which generates
a free, constant, and heavy f low of information between the firm and its
major shareholders. Event studies of security issues such as those by Kang
et al. ~1995!, Kang and Stulz ~1996!, and Kato and Loewenstein ~1995!, pro-
vide further evidence that the information content of firm actions is differ-
ent in Japan. Consequently, the basic assumption underlying the U.S. models
of asymmetric information between managers and shareholders may not be

3 See Kester ~1986!, Prowse ~1990!, Hoshi et al. ~1990a, 1991!, Kaplan ~1994!, and Bergloff
and Perotti ~1994!.

4 Bhattacharya ~1979!, Miller and Rock ~1985!, and John and Williams ~1985! develop this
line of reasoning.

5 See Pettit ~1972!, Aharony and Swary ~1980!, Asquith and Mullins ~1983!, and Healy and
Palepu ~1988!.

6 Fama and Babiak ~1968! find empirical support for dividend smoothing; DeAngelo, DeAn-
gelo, and Skinner ~1992, 1996! document management’s reluctance to cut dividends.
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as relevant for Japanese firms in general and keiretsu firms in particular.
Second, Gerlach ~1992! documents that Japanese keiretsu shareholders have
much longer investment horizons than their U.S. counterparts. Kang and
Stulz ~1996! find evidence consistent with this view. Models such as Miller
and Rock ~1985! require that a significant number of shareholders have a
short investment horizon and want management to signal favorable infor-
mation to boost the current stock price. Where the dominant shareholders
have a long-term horizon, however, they are less interested in short-term
dividend signals since any asymmetric information will eventually be re-
vealed regardless of the firm’s dividend policy.

If short-term information transmission is not necessary in keiretsu firms,
then a likely role of dividends is to distribute cash among the firms within
the group. As such, dividends in keiretsu firms may play the same role that
cash transfers play in multidivisional U.S. firms.7 In this environment, div-
idend changes should be driven by changes in excess cash. Miller and Rock
~1985! discuss dividend policy in the absence of information asymmetries,
and they identify the optimal dividend policy as full payout of excess cash
because that policy maintains the firm’s investment level at its Fisherian
optimum.8 Therefore, in a full information setting, dividend policy should be
more responsive to earnings.

A second line of dividend models has explored the effect of agency conf licts
on dividend behavior. Agency theories focus on the different incentives of
managers and security holders and the role of dividends as a disciplinary
mechanism. By reducing the amount of free cash f low, dividends force man-
agers to submit to the discipline of the financial markets.9 These theories
predict that dividend change announcements should be positively related to
stock returns because a higher dividend level reduces managers’ tendency to
waste free cash. Easterbrook ~1984! also argues that agency considerations
explain dividend smoothing saying, “Because the first function of dividends
is to keep firms in the capital markets, we would not expect to see a very
strong correlation between short-term profits and dividends.” Application of
agency models to Japanese firms is also problematic. The basic assumption
in these models that dividends are a necessary or even appropriate tool for
constraining managers seems less relevant in Japan because alternative forms
of corporate control exist.10

7 There is considerable indirect evidence of this role for dividends. Shares in Japan are
primarily held by corporations and, within the keiretsu, by other group firms. Prowse ~1992!
shows that the top five shareholders of all listed Japanese corporations hold on average 33.1 per-
cent of the firms’ shares, and households and foreign shareholders hold only 31.7 percent. Also,
because intercorporate dividends are taxed favorably in Japan, they are a suitable conduit for
intercorporate transfer.

8 Miller ~1987! argues for this policy even in the face of a tax disadvantage for dividends.
Brennan and Thakor ~1990! also demonstrate why cash dividends are optimal even when tax-
disadvantaged.

9 See Grossman and Hart ~1982!, Easterbrook ~1984!, and Jensen ~1986!.
10 Kaplan ~1994! emphasizes the monitoring role of main banks. Gerlach ~1992! looks at how

ties to other group members constrain the firm.
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In sum, lower levels of information asymmetry and agency conf lict in Jap-
anese firms, and in keiretsu-member firms in particular, suggest that divi-
dends do not act as a signal of information or as a disciplinary mechanism,
and that Japanese managers need not fear adjusting dividends in response
to earnings changes. The findings in this paper are consistent with this
view. An event study of dividend omissions and initiations reveals that the
Japanese announcements are met with smaller stock price reactions than
are the U.S. announcements. This result holds even after controlling for
concurrent earnings announcements, the amount of time elapsed since the
last dividend policy change, and tax clientele effects. Moreover, we find that
U.S. stock price reactions are significantly tied to the magnitude of the change
in the firm’s dividend yield but the Japanese reactions are not. Estimates of
the Lintner ~1956! model’s speed-of-adjustment coefficient indicate that Jap-
anese keiretsu-member firms adjust their dividends more quickly than do
U.S. firms or Japanese independent firms. Further, we find that Japanese
keiretsu-member managers are less averse to cutting dividends; they cut
their dividends more often and they respond to poor performance by cutting
dividends more quickly than either U.S. or independent firm Japanese
managers.

The paper proceeds as follows. Section I describes our data set and dis-
cusses relevant accounting and financial constraints, Section II presents the
empirical tests, and Section III concludes.

I. Data and Methodology

To construct the data sample, we start with all U.S. companies listed in
the 1983 Standard and Poor’s ~S&P! 500 and all Japanese companies listed
in the 1983 Morgan Stanley Capital International Index for Japan. From
each sample set, we exclude financial firms and utilities because their div-
idend policies are highly constrained by external forces. We then eliminate
three Japanese firms that are not listed in Global Vantage or the 1983 Moody’s
International Manual to ensure that data are available. The selection crite-
ria yield a total of 420 U.S. firms and 194 Japanese firms as shown in
Table I. We collect data for each U.S. firm from COMPUSTAT’s U.S. data-
base. ~All U.S. firms have data available on COMPUSTAT.! Data are col-
lected for as many years as possible from 1982 through 1993. We collect data
for each Japanese firm from the Global Vantage database or from Moody’s
where data are not available on Global Vantage. ~Moody’s data are only used
for two Japanese firms.! When a firm changes its fiscal year end, we elim-
inate data for fiscal years that do not have twelve months.

The S&P 500, Morgan Stanley index, and Moody’s listings are all taken as
of 1983, so they are ex ante screens, and hence avoid survivorship bias. This
is important when studying dividend cuts and omissions since disappear-
ance can be common among firms that cut or omit their dividend. Table II
displays the distribution of the U.S. and Japanese samples across time and
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industries. The second column in Panel A indicates that Global Vantage’s
Japanese accounting data begin in 1983. At the time of our study, the cov-
erage for most Japanese firms in Global Vantage extended through fiscal
year 1992. The considerable attrition among the U.S. companies in the sam-
ple ref lects the active market for corporate control in the United States
during the 1980s. Panel B of Table II indicates that there are only minor
differences in the distribution of companies across industries: the Japanese
sample has relatively more construction companies, the United States has
relatively more mining companies. We do not expect these differences to
materially affect the results.

As noted earlier, distinct forms of corporate control exist in Japan. A dis-
tinguishing feature of Japanese capital markets is the existence of indus-
trial groups called keiretsu. For this study, we must distinguish those firms
that are members of keiretsu from those that are independent. This classi-
fication process is not straightforward. Membership in a corporate group is
not easily defined, nor is it stable. In prior studies, the most commonly used
reference is Nakatani ~1984! who classifies firms as group members if they
exhibit strong group ties over the entire period of his study. We adopt a
similar method, using classifications from Industrial Groupings in Japan
~IGJ!. IGJ is published every two years; we use the 1984085, 1988089, and
1992093 volumes to gather data for 1983, 1987, and 1991, respectively.

IGJ ranks company involvement in a keiretsu group on a four-point scale:

1. Weak: the ratio of a group’s shareholdings to total shares held by the
top ten shareholders is less than 30 percent.

2. Inclined, but not strong: the ratio of a group’s shareholdings to total
shares held by the top ten shareholders is between 30 percent and 49
percent.

Table I

Selection Criteria for U.S. and Japanese Samples
This table reports criteria for inclusion in the sample of U.S. and Japanese firms.

United States Japan

Criterion
Number
of firms Criterion

Number
of firms

Listed in 1983 Listed in 1983
S&P 500 500 Morgan Stanley index 239

Financial companies 240 Financial companies 235
Utilities 240 Utilities 27
Sample excluding financial Sample excluding financial

companies and utilities 420 companies and utilities 197

Not listed in Global Vantage or
Not listed in COMPUSTAT 0 1983 Moody’s 23
Final sample 420 Final sample 194
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3. Strong: the ratio of a group’s shareholdings to total shares held by the
top ten shareholders is greater than 50 percent.

4. Nucleus company: a member of the group’s various councils or clubs.

IGJ also considers other factors in its ranking, including sources and amounts
of bank loans, aff iliations of directors, historical ties, and intergroup
connections.

As in prior studies, we classify only members of the six largest, horizontal
keiretsu groups as “keiretsu” firms. The size and scope of these six groups
differentiate them from other groups in Japan. A company is classified as a
keiretsu group member if its membership ranking in the DKB, Fuyo ~Fuji!,
Mitsubishi, Mitsui, Sanwa, or Sumitomo group is inclined, strong, or nucleus
~level 2, 3, or 4! in all three ~1983, 1987, 1991! IGJ lists. This criterion
identifies 77 keiretsu firms. A firm is classified as independent if it is not
listed as a subsidiary company, it is not listed in Nakatani ~1984! as affili-

Table II

Distribution of U.S. and Japanese Dividend Samples
across Time and Industries

Sample includes all nonfinancial and nonutility companies in the 1983 S&P 500 and Morgan
Stanley Capital International Japan Index for which relevant accounting and stock price data
are available from Global Vantage, Moody’s International Manual, CRSP, and Datastream. Panel
A shows distribution of samples across time. Panel B shows distribution of samples across
industries. SIC code provides the Standard Industrial Code for industries.

Panel A: Distribution of
Sample across Time

Panel B: Percentage Distribution of
Sample across Industries

Years
Japanese
Sample

U.S.
Sample Industry SIC code

Japanese
Sample

~%!

U.S.
Sample

~%!

1982 0 420 Agriculture 0100–999 0.0 0.0
1983 147 414 Mining 1000–1499 0.5 3.1
1984 183 389 Construction 1500–1799 8.2 1.2
1985 185 369 Manufacturing
1986 185 344 Food0textiles0printing 2000–2799 15.5 20.5
1987 176 336 Chemicals0petroleum 2800–2999 16.0 14.0
1988 168 326 Rubber0plastic0glass 3000–3299 4.1 3.6
1989 168 310 Metals 3300–3499 6.2 5.7
1990 177 305 Machinery 3500–3899 29.4 26.7
1991 185 300 Other 3900–3999 0.5 1.2
1992 185 303 Transportation 4000–4799 5.2 4.8
1993 3 289 Communications 4800–4899 0.5 1.9

Electric0Gas services 4900–4999 3.6 1.7
Wholesale0Retail 5000–5999 8.8 10.0
Services 7000–8799 1.5 4.5
Other 0.0 1.2

Total 100.0% 100.0%

Number of observations 194 420
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ated with a group, and IGJ gives no indication of any group ties, at any
rank, in all three years. This criterion identifies 40 independent firms. The
remaining 77 firms are classified as hybrids. Hybrid firms have ties to other
corporate groups or have only weak ties to a major keiretsu.

Table III gives descriptive statistics for each of the firm categories. The
variables are translated into U.S. dollars and then averaged over the whole
sample period. Three measures of firm size are given: sales, invested capital,
and market value of equity. The median Japanese firm is a little larger than
the median U.S. firm, and the median hybrid firm is a little larger than the

Table III

Descriptive Statistics for the Firms in the U.S.
and Japanese Samples

The sample includes all nonfinancial and nonutility companies in the 1983 S&P 500 and Mor-
gan Stanley Capital International Japan Index for which relevant accounting and stock price
data are available from Global Vantage, Moody’s International Manual, CRSP, and Datastream.
Keiretsu firms are firms identified in Industrial Groupings in Japan as having strong ties to
one of the six largest industrial keiretsu groups ~DKB, Fuyo, Mitsubishi, Mitsui, Sanwa, and
Sumitomo!. Independent ~Indep.! firms have no ties to any keiretsu industrial group. Hybrid
firms have weak ties to one of the six largest keiretsu groups or ties to any other keiretsu
group. The table reports mean U.S. dollar values for 1982 through 1993. Sales equal annual
total firm revenue. Invested capital equals the sum of government grants, long-term debt, mi-
nority interest, 50 percent of reserves, shareholders’ equity, and unappropriated net profit, less
treasury stock and unappropriated net loss. E0P equals the fiscal year-end earnings-to-price
ratio. Some of the descriptive statistics are not available for four keiretsu and two independent
Japanese firms.

Japan
United
States All Firms Keiretsu Indep. Hybrid

Sales
Observations 312 190 75 38 77
Mean ~million $! 8,568 12,060 16,787 6,881 10,012
Median ~million $! 3,846 4,646 4,623 4,480 5,110

Invested capital
Observations 313 191 76 38 77
Mean ~million $! 4,583 5,895 5,053 7,454 5,957
Median ~million $! 2,174 2,868 2,836 2,253 3,069

Market value
Observations ~million $! 400 193 76 40 77
Mean ~million $! 5,858 5,679 4,436 6,613 6,422
Median ~million $! 2,258 3,344 2,945 3,514 3,891

Debt0total assets
Observations 342 189 73 39 77
Mean 0.595 0.665 0.718 0.625 0.638
Median 0.582 0.672 0.757 0.615 0.638

E0P ratio
Observations 285 188 73 38 77
Mean 20.423 0.025 0.023 0.027 0.026
Median 0.040 0.026 0.023 0.029 0.028

Dividends, Asymmetric Information, and Agency Conflicts 885



median keiretsu and independent firm. All samples are primarily composed
of large, established firms. Mean and median debt levels11 are higher in
Japan than in the United States, and highest in the keiretsu sample, which
is consistent with previous research ~Rajan and Zingales ~1995! and Kester
~1986!!. The negative mean earnings-to-price ratio for U.S. firms is driven
by a few very large negative outliers. Median earnings-to-price ratios are
significantly lower in Japan than in the United States, due at least in part
to the differences in accounting for earnings ~French and Poterba ~1991!!.
We do not expect any of these differences to affect our results materially.

In the analysis that follows, we look at dividend cuts and increases, as
well as at dividend omissions and initiations. Cuts and increases are defined
as negative or positive changes in annual dividends, respectively. The divi-
dend omission and initiation subsamples are constructed by identifying those
firms whose annual dividends move from a positive number to zero ~omis-
sions! or from zero to a positive number ~initiations!. Due to the restricted
time frame of the data, we do not require that a dividend change occur after
a set number of years of stable dividend policy. ~For example, Healy and
Palepu ~1988! require that a firm pay dividends for ten years to be included
in their omission sample.! Where appropriate, we control for the number of
years the company had ~or had not! been paying dividends. For the U.S.
subsample, we exclude 30 dividend omissions that occur simultaneously with
recapitalizations, management buyouts, or the creation of employee stock
ownership plans ~ESOPs! because there are no comparable events in the
Japanese sample and it is difficult to extract the impact of the dividend
omission announcement on the company’s stock price. The final selection
screen for the omission0initiation subsample is the availability of a policy
change announcement date and stock price data. Announcement dates are
acquired through a search of press reports in Lexis and the Wall Street Jour-
nal Index. Relevant stock price data are collected from CRSP ~for the U.S.
events! and Datastream ~for the Japanese events!.12 Based on these criteria,
the omission subsample has 34 U.S. and 23 Japanese companies, and the
initiation subsample has 24 U.S. and 26 Japanese companies. Because of
different accounting practices in the two countries, we focus on earnings
changes and avoid comparisons of earnings levels.13

11 Debt level is calculated as long-term debt divided by total assets.
12 CRSP provides a return series for each stock; Datastream returns are calculated from the

adjusted stock price series ~Datatype 5 P!. We do not use Datastream’s stock return series
~Datatype 5 RI! because this series was only estimated during the 1980s ~i.e., daily returns
equal changes in the stock price plus an average dividend yield!, and because our relatively
small window around dividend initiation and omission announcements does not cover the dates
when Japanese annual or semiannual dividends were paid.

13 The three main differences in accounting practices are the treatment of depreciation, re-
serve accounts, and consolidated reports. All three of these factors tend to lower the level of
reported earnings in Japanese accounting statements relative to U.S. statements. This makes
comparison of earnings levels difficult at best. By contrast, these factors should have a rela-
tively smaller impact on reported changes in earnings.
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II. Empirical Tests

We examine whether Japanese dividends, and keiretsu dividends in par-
ticular, are less informative and less constrained. We look first at the infor-
mation content of dividend announcements and then at the degree of dividend
smoothing.

A. Information Content of Dividend Announcements

The strongest, most consistent evidence that dividends contain informa-
tion comes from event studies of dividend initiation and omission announce-
ments. Michaely, Thaler, and Womack ~1995! describe dividend initiations
and omissions as “extremely visible, qualitative changes in corporate policy.”
Over the 25-year period of 1964 through 1988, their sample of dividend ini-
tiation and omission announcements in the United States exhibits mean
three-day ~21, 11! market-adjusted excess returns of 3.4 percent and 27.0
percent, respectively.

Following Michaely, Thaler, and Womack ~1995!, we define our excess stock
return measure from a daily market-adjusted buy-and-hold strategy. For a
given company, excess return around the policy change announcement is
defined as

ERj~a_b! 5 )
t5a

b

~1 1 Rjt! 2 )
t5a

b

~1 1 MRt!, ~1!

where ERj~a_b! is excess return for firm j over time period a to b, Rjt is raw
return for firm j, and MRt is the return on a market index. Day zero is
defined as the date a newswire service ~for example, Reuters or Jiji! carries
the official company announcement. If we cannot find a newswire announce-
ment, then we define day 11 as the date of the first newspaper story. For
U.S. events, the market index is the CRSP value-weighted NYSE, AMEX, or
Nasdaq index. For Japanese events, the market index is Datastream Inter-
national’s value-weighted total market index for Japan.

A.1. Univariate Results

Table IV reports the mean market-adjusted buy-and-hold returns. The table
includes returns for a narrow two-day window ~0, 11! and for a wide 62-day
window~260, 11!. The narrow window should capture the information re-
vealed by the official announcement; the wide window should capture any
leakage that occurs in the 12 weeks leading up to the announcement. Given
Japan’s extensive corporate cross holdings, and the belief that trading in
Japan is dominated by corporations ~see Kato and Loewenstein ~1995!!, the
wide-window measure probably provides a more accurate picture of the full
impact of the policy change.

Before addressing the U.S. versus Japanese returns, note that the U.S.
point estimates are comparable to, although smaller than, estimates in prior
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U.S.-based studies. For example, Healy and Palepu ~1988! calculate abnor-
mal, market-adjusted returns for their two-day window as 29.5 percent ~172
observations! for omissions and 3.9 percent ~131 observations! for initia-
tions, compared to our estimates of 24.89 percent and 2.38 percent, respec-
tively. Their estimates may be somewhat higher because they restrict their
sample to those firms that are omitting ~initiating! dividends after ten years
of positive ~zero! dividends. Later, we control for the number of years of
positive ~zero! dividends in multivariate regressions.

We compare returns for all U.S. firms to returns for all Japanese firms.
Because there are only three independent Japanese firms in the omission
sample and four in the initiation sample, strong inferences cannot be made
about the keiretsu versus independent returns. For both omissions and ini-
tiations, the means and medians consistently indicate that there are smaller
stock price reactions to announcements in the Japanese market than in the

Table IV

Market-Adjusted Buy-and-Hold Returns around Dividend Omission
and Initiation Announcements for U.S. and Japanese Firms

This table reports announcement returns around dividend omission and initiation announce-
ments for a sample of all nonfinancial and nonutility companies in the 1983 S&P 500 and
Morgan Stanley Capital International Japan Index for which relevant accounting and stock
price data are available from Global Vantage, Moody’s International Manual, CRSP, and Data-
stream. Announcement returns are calculated with daily market-adjusted buy-and-hold returns
for a wide window, covering 60 days before the announcement to 1 day after, and for a narrow
window, covering the day of and the day after the announcement. Market adjustment is made
with returns from the CRSP value-weighted NYSE, AMEX, or Nasdaq index for U.S. events,
and Datastream International’s value-weighted total market index for Japanese events. The
period covered is 1982–93. Test for difference in means is a two-tailed t-test. Test for difference
in medians is a Wilcoxon rank-sum test.

Omissions Initiations

Announcement Returns Announcement Returns

United
States Japan

Test for
Difference

United
States Japan

Test for
Difference

N 34 23 24 26

Wide window
Mean 20.1703*** 20.0648** 22.553** 0.1024*** 20.0010 2.501**
~Std. error of mean! ~0.0291! ~0.0292! ~0.0331! ~0.0247!
Median 20.1739 20.1200 2.569** 0.1311 20.0204 2.310**

Narrow window
Mean 20.0489*** 20.0253*** 21.347 0.0238** 0.0003 2.352**
~Std. error of mean! ~0.0148! ~0.0085! ~0.0089! ~0.0044!
Median 20.0445 20.0222 0.878 0.0179 20.0041 1.825*

*, **, *** Significant at the 10, 5, and 1 percent levels, respectively, for a two-tailed test.
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U.S. market.14 The wide ~260, 11! window mean returns are 217.0 percent
for U.S. versus 26.5 percent for Japanese omission announcements15 and
10.2 percent for U.S. versus 0.1 percent for Japanese initiation announce-
ments. All of the U.S. mean announcement returns and the Japanese omis-
sion returns differ significantly from zero. The difference between U.S. and
Japanese returns is examined with both a t-test and a nonparametric Wil-
coxon rank-sum test. Both tests show a statistically significant difference
between the U.S. and Japanese returns at the 5 percent level for large-
window omissions and initiations. The tests do not reject equality in the
narrow ~0, 11! window omissions, but do reject it for narrow-window initi-
ations at the 5 percent ~t-test! and 10 percent ~rank-sum test! levels.16

A.2. Multivariate Controls and Specification

The above-described univariate tests indicate that U.S. stock prices react
more strongly to dividend omission and initiation announcements than do
Japanese stock prices. They do not, however, control for concurrent earnings
announcements, for the number of years that the company had or had not
been paying dividends, or for tax clientele effects. Michaely et al. ~1995!
show that reactions to dividend omission announcements are more extreme
if they are accompanied by earnings announcements. Our results, then, might
be due to a higher incidence of concurrent dividend and earnings announce-
ments by the U.S. companies. However, the share of dividend announce-
ments accompanied by earnings announcements is much higher for the
Japanese sample than for the U.S. sample. 65 percent of the Japanese omis-
sion announcements and 69 percent of the Japanese initiation announce-
ments include earnings information, compared to 18 percent and 13 percent
of the U.S. announcements, respectively.

14 Using different sample selection criteria and a different time period ~1988 through 1993!,
Conroy and Eades ~1996! also find that stock price reactions to dividend initiation and omission
announcements are smaller in Japan than in the U.S. Their study, focusing only on the infor-
mation content of dividend announcements, compares U.S. and Japanese announcement re-
turns for cuts and increases, as well as initiations and omissions. Although their initiation and
omission results parallel ours in Table IV ~they only perform univariate tests on the initiation
and omission samples!, they find that for dividend cuts, the stock price reactions in Japan are
smaller than in the United States, but for dividend increases, the stock price reactions in Japan
are larger than in the U.S.

15 Because many Japanese firms pay dividends only once a year, we focus on year-end omis-
sion announcements rather than midyear announcements. Fourteen out of the 23 Japanese
firms who omitted dividends in our sample were paying dividends twice a year. An event study
of their interim-dividend cancellation announcements, however, reveals no impact on their stock
price.

16 In Japan, press speculation that a company might omit or initiate dividends occurs in 10
~out of 23! omissions and 15 ~out of 26! initiations. Four of these omission dates and five of
these initiation dates fall within the wide ~260, 11! window reported in Table IV. In separate
tests, we compare the returns on the “official” announcement date versus the earlier press
reported “speculation” date but in no case is the difference significant, although the dividend
initiation results suggest that use of the official announcement date may understate the full
extent of the stock price reaction.
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Asquith and Mullins ~1983! argue that initial dividends, or dividends ini-
tiated after a ten-year or longer hiatus, are more likely to be unexpected and
are therefore more likely to capture the full effect of the policy change. In
our sample, the larger U.S. stock price reactions may be due to bigger sur-
prises caused by a longer time lapse since a major dividend policy change. In
fact, the mean number of consecutive years the dividend-omitting firm had
paid dividends is 23.5 for the U.S. sample versus 14.0 for the Japanese
sample. The mean number of consecutive years the dividend-initiating firm
had not paid dividends is 8.2 for the U.S. firms versus 5.3 for the Japanese
firms.

Tax clientele effects might also affect the magnitude of stock price reac-
tions. Smaller stock price reactions to dividend initiation and omission an-
nouncements in Japan could be explained by tax effects if the tax penalty is
higher for the marginal Japanese investor than for the marginal U.S. inves-
tor. This is because higher taxes would imply a relatively larger tax burden
for an increase in dividends or a relatively larger drop in the tax burden for
lower dividends. Because the tax implications offset the news effect, higher
marginal tax rates should be associated with a smaller stock price reaction
for any given dividend announcement. No direct evidence on the size of the
tax burden for the marginal investor in the United States versus Japan is
available. The tax code and statutory tax rates, however, give no a priori
indication that dividends carry relatively higher tax penalties in Japan. The
maximum tax rate on dividend income for individuals is 35 percent in Ja-
pan, compared to maximum marginal individual income tax rates in the
United States of 50 percent in the early 1980s and falling to 31 percent in
the early 1990s.17 For corporations, a greater share of intercorporate divi-
dends are tax-free in Japan than in the United States.

Table V reports the results from regressions that control for the factors
cited above. These are OLS regressions in which the dependent variable is
the mean return from a market-adjusted buy-and-hold strategy for the wide
~260, 11! or the narrow ~0, 11! event windows. In each regression, the
covariance matrix is corrected for heteroskedasticity according to White ~1980!.
U.S. and JAPAN dummy variables are set equal to one for U.S. and Japa-
nese companies, respectively.

To control for the impact of concurrent earnings announcements, we in-
clude DROS, which equals the announced change in return on sales.18 Ideally,

17 Individuals in Japan have a choice between a 20 percent withholding tax on dividends
when paid and including them in ordinary income for tax calculations, or simply paying a 35
percent f lat withholding tax and not including them in ordinary income. In the United States,
dividends are taxed as ordinary income.

18 We conduct a search of the press for confounding events, other than the concurrent earn-
ings announcements, over the wide and narrow windows. Less than one-quarter of the sample
has simultaneous events. These events include new products, joint venture establishment or
dissolution, and various capital structure changes. There is no evidence of a concentration of
positive or negative events within any of the subsamples ~e.g., U.S. initiations, Japanese omis-
sions!. We conclude that there is no systematic bias introduced by other announcements.
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we would like to include a measure of the surprise in earnings. However, we
do not have a long enough time series to calculate this measure ourselves,
nor are we able to obtain comparable earnings forecasts for the U.S. and
Japanese samples. Also, a direct, simple measure of the change in earnings
does not make sense due to currency and company size differences. Finally,
many of these firms are experiencing dramatic earnings changes to or from
negative levels. Our proxy for earnings information, therefore, equals the
announced change in return on sales, where earnings are calculated pretax
and preextraordinary items. If no concurrent earnings announcement oc-
curs, DROS is set equal to zero. A positive ~negative! value for DROS indi-
cates improving ~deteriorating! performance.

To control for the stability of dividend policy, YEARS equals the number of
consecutive years the company paid dividends prior to the omission an-
nouncement, or the number of consecutive years the company paid no divi-
dends prior to the initiation announcement.19 A higher value for YEARS
should be associated with a bigger surprise.

To control for potential tax clientele effects, we include a measure of the
size of the omitted or initiated dividend ~i.e., the dividend intensity! in the
regressions. In studies confined to U.S. data, the dividend yield has been the
preferred proxy for tax clienteles: High dividend yield companies are asso-
ciated with investors in relatively low tax brackets.20 In an international
comparison, however, the use of unadjusted dividend yields is problematic.
The dramatic price increases and then decreases in the Japanese equity
markets over the period from 1986 through 1992 render a direct comparison
of U.S. and Japanese dividend yield numbers suspect. In our sample, me-
dian dividend yields for the Japanese firms fall from a high of 1.295 in 1985
to a low of 0.535 in 1989, and then rise back to 1.000 in 1992 and 1993. For
the U.S. firms, the range of median dividend yields is much smaller in per-
centage terms, moving from a high of 3.846 in 1983 to a low of 2.155 in 1994.
Kato and Loewenstein ~1995! acknowledge this problem and conclude that
dividend yields are an inappropriate measure of dividend intensity for Jap-
anese firms. They further note that dividend intensity is approximately the
same in the United States and Japan when measured using payout ratios,
which suggests that payout ratios are an appropriate measure of dividend
intensity. But in our sample, payout ratios are equally problematic. Earn-
ings behave erratically around omissions and initiations, making it difficult
to calculate meaningful payout ratios. ~For example, the payout ratio is un-
defined for 49 percent of the omission sample because earnings are negative
prior to the omission.! To avoid the problems associated with raw dividend
yields and payout ratios, we use a standardized dividend yield as the mea-

19 If we adjust the YEARS coefficient to equal either zero when there is press speculation
prior to the official announcement date, or the number of years of consecutive dividend policy
otherwise, the results do not materially change.

20 See Eades, Hess, and Kim ~1984!, Lakonishok and Vermaelen ~1986!, and Karpoff and
Walkling ~1990!.
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Table V

OLS Regression Estimates for a Model of Dividend Omission
and Initiation Announcement Returns

This table reports OLS coefficient estimates for a sample of all nonfinancial and nonutility
companies in the 1983 S&P 500 and Morgan Stanley Capital International Japan Index for
which relevant accounting and stock price data are available from Global Vantage, Moody’s
International Manual, CRSP, and Datastream. Period covered is 1982–93. Dependent variable
is the daily market-adjusted buy-and-hold return around the dividend omission ~Panel A! or the
dividend initiation ~Panel B! announcement. Results are provided for announcement returns
calculated over a wide window, from 60 days prior to the announcement to 1 day after the
announcement, and over a narrow window, for the day of and the day after the announcement.
U.S. and JAPAN are set equal to one for U.S. and Japanese companies, respectively. DROS
equals the announced change in return on sales on the date of the dividend announcement.
YEARS equals the number of years since dividend policy has been changed. DIVIDEND YIELD
equals the company’s dividend yield ~the dividend paid in the prior period for omissions or the
dividend announced in the initiation announcement divided by the stock price the day before
the announcement!, divided by the country median dividend yield in the event year. Covariance
matrix is corrected for heteroskedasticity as in White ~1980!. t-statistics are reported in paren-
theses. The Wald test at the bottom of each panel provides the chi-square test statistic for test
of whether the U.S. and Japanese coefficient estimates for the intercept ~U.S. 5 JAPAN! or the
dividend yield slope ~U.S.*DIV.YIELD 5 JAPAN*DIV.YIELD! are equal.

Wide Window Narrow Window

Panel A: Dividend Omissions

Constant — 20.034 — 0.025*
~20.809! ~1.857!

U.S. 20.067 — 0.022 —
~21.555! ~1.418!

JAPAN 0.038 — 0.037** —
~0.830! ~2.341!

DROS 1.017*** 0.906*** 0.810*** 0.789***
~3.702! ~2.582! ~2.923! ~2.909!

YEARS 20.0008 20.0009 20.001*** 20.001***
~21.012! ~21.088! ~23.899! ~23.771!

DIVIDEND YIELD 20.044*** — 20.014** —
~22.823! ~22.105!

U.S.*DIV.YIELD — 20.056*** — 20.017**
~22.979! ~22.099!

JAPAN*DIV.YIELD — 20.013 — 20.007
~20.810! ~21.039!

Adjusted R2 0.198 0.150 0.394 0.402
N 57 57 57 57

Wald test:
U.S. 5 JAPAN 8.234*** — 0.896 —
U.S.*DIV.YIELD 5 — 6.501** — 1.619

JAPAN*DIV.YIELD
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sure of dividend intensity. The standardized yield is calculated as the com-
pany’s dividend yield divided by the median dividend yield in the event year
for the respective country sample.21 The company’s dividend yield equals the
dividend paid in the period prior to the omission ~annualized!, or the annual
dividend announced in the initiation announcement, divided by the stock
price the day before the announcement.

The standardized dividend yield also proxies for information effects, with
both the information and tax clientele effects moving in the same direction.
All else constant, omission ~initiation! of a larger dividend should convey
particularly bad ~good! news. Assuming that a high dividend yield stock is

21 By separately adjusting the U.S. and Japan measures, we are implicitly assuming segre-
gated capital markets. This does not seem unreasonable for the period under study. French and
Poterba ~1991! note that only 6.6 percent of the U.S. equity market ~1987! and 4.3 percent of the
Japanese equity market ~1989! are held by foreigners.

Table V—Continued

Wide Window Narrow Window

Panel B: Dividend Initiations

Constant — 0.015 — 20.013
~0.270! ~21.261!

U.S. 0.067 — 0.007 —
~1.144! ~0.634!

JAPAN 20.030 — 20.026** —
~20.551! ~22.195!

DROS 20.699 21.122 0.733* 0.636
~20.745! ~21.027! ~1.854! ~1.614!

YEARS 0.002 0.003 0.0003 0.0007
~0.629! ~0.956! ~0.515! ~1.223!

DIVIDEND YIELD 0.031 — 0.021** —
~0.596! ~2.087!

U.S.*DIV.YIELD — 0.079 — 0.048**
~0.912! ~2.436!

JAPAN*DIV.YIELD — 20.009 — 0.006
~20.165! ~0.695!

Adjusted R2 0.056 0.004 0.160 0.125
N 50 50 50 50

Wald test:
U.S. 5 JAPAN 5.305** — 9.662*** —
U.S.*DIV.YIELD 5 — 1.994 — 7.069***

JAPAN*DIV.YIELD

*, **, *** Significant at the 10, 5, and 1 percent levels, respectively.

Dividends, Asymmetric Information, and Agency Conflicts 893



held by the low or zero marginal tax rate investor, omission of the relatively
high dividend should imply only small ~or zero! positive tax effects. For the
higher marginal tax rate investor in a lower dividend yield stock, the neg-
ative news of a dividend omission should be partially offset by the benefit of
a reduced tax burden. Both effects suggest a positive relation between an-
nouncement returns and dividend yields.

The regressions reported in Table V include two specifications for each
announcement return window. In the first specification, we split the inter-
cept term, testing whether the conditional mean U.S. and Japanese an-
nouncement returns differ after controlling for the relevant factors discussed
above. In the second specification, we break apart the slope coefficient for
the DIVIDEND YIELD variable, testing whether a given dividend surprise
is met with different reactions in the United States and Japan. Both speci-
fications can provide insight into whether Japanese dividend announce-
ments contain more or less information than U.S. announcements.

A.3. Multivariate Results

Panel A of Table V reports results from regressions with the returns from
dividend omission announcements. Beginning with the wide ~260, 11! win-
dow results ~column 1!, we see that the conditional mean return point esti-
mates are 26.7 percent for the United States and 3.8 percent for Japan.
Neither of these estimates differs significantly from zero, but the Wald test
at the bottom of the column indicates that they do differ significantly from
each other at the 1 percent level. Both the DROS and DIVIDEND YIELD
coefficient estimates are significant at the 1 percent level. The average change
in return on sales among the Japanese firms that had concurrent earnings
announcements is 20.034. The DROS coefficient point estimate indicates
this mean value for DROS is associated with a further fall in the stock price
of 3.5 percent ~1.017 3 0.034!. When these regressions are run with an al-
ternative measure of concurrent earnings surprise, a binary variable set equal
to one if a concurrent earnings announcement occurs, the coefficient esti-
mate is negative and significant in the narrow window omission regressions
and not significant in any of the other regressions. The DIVIDEND YIELD
point estimate in Table V indicates that the omission of a dividend that has
the same yield as the country median is associated with a 4.4 percent fall in
the stock price. The YEARS coefficient is negative, as expected, but not sig-
nificantly different from zero.22

The second column in Panel A indicates that announcement returns for
U.S. companies are significantly tied to the size of the dividend surprise, but

22 Adding YEARS multiplicatively, rather than separately, with DIVIDEND YIELD captures
the idea that the surprise or information content of any given dividend change should be greater
the longer the period since a major policy change. When the YEARS coefficient is added multi-
plicatively with DIVIDEND YIELD, the coefficient estimate on YEARS*DIVIDEND YIELD is
never significant except in the narrow window omission regressions. The significance of the
U.S. 5 JAPAN Wald test statistic does not change in any of the omission or initiation regressions.
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those for Japanese returns are not. The U.S.*DIVIDEND YIELD coefficient
estimate is 20.056 compared to 20.013 for the JAPAN*DIVIDEND YIELD
coefficient estimate. The Wald test at the bottom of the column indicates
that the U.S. slope is significantly steeper than the Japanese slope at the
5 percent level. These results indicate that measured as a conditional mean
or as a dividend yield slope coefficient, the U.S. dividend omission announce-
ments contain more information than the Japanese announcements.

The last two columns in Panel A report the results for the narrow ~0, 11!
window returns. Here, the DROS and YEARS coefficient estimates are both
significant at the 1 percent level. The JAPAN intercept measure in column
3 is significantly positive, and the U.S.*DIVIDEND YIELD coefficient mea-
sure in column 4 is significantly negative. Neither Wald test rejects equality
of the U.S. and Japan coefficient estimates.

Panel B of Table V reports the results of regressions for returns from
dividend initiation announcements. The bottom of the table indicates that
equality of the U.S. and JAPAN coefficients can be rejected in three out of
four regressions. The narrow window results are stronger than the wide
window results, rejecting equality in both regressions at the 1 percent level.
Point estimates in column 3 suggest that the conditional mean returns for
small-window ~0, 11! U.S. announcements are 0.7 percent, compared to 22.6
percent for Japan. The DIVIDEND YIELD slope coefficient estimates in col-
umn 4 are 0.048 for the United States compared to 0.006 for Japan. The
DROS coefficient estimate is also significant in one specification, although
only at the 10 percent level. The YEARS coefficient estimates are never
significant.

A.4. Other Issues

Two issues might bias these results: tax code changes in Japan and our
market adjustment procedure. Japan’s tax system underwent a significant
change over the 1989 and 1990 fiscal years that brought it closer to the U.S.
system. The implication of these tax changes for dividend announcement
returns is unclear. Dividend income became relatively more attractive than
capital gains for individuals but relatively less attractive for corporations.23

Mean Japanese wide ~260, 11! window returns for omissions change from

23 Prior to April 1, 1989, capital gains were tax-free. The tax change instituted a f lat rate tax
of 26 percent on capital gains. Under both systems, individuals credit a portion of their divi-
dends ~currently 10 percent! against their income tax as compensation for the double taxation
of dividend income. For corporations, the tax change moved Japan from a system of separate
tax rates on dividends paid out ~32 percent in the mid-1980s! versus earnings retained ~42 per-
cent! to a single tax rate on all income ~37.5 percent!. Additionally, the new tax code decreased
the corporate tax rate on capital gains and limited the exclusion of some intercorporate divi-
dends from taxable income. Previously, all intercorporate dividends were tax-free. After March
1990, only 80 percent of dividend income from companies in which the firm owns less than 25
percent can be excluded from taxable income. For more details on the two systems, exemptions,
and specific rates see Ishi ~1993! and Price Waterhouse’s Corporate Taxes ~various issues!. The
tax changes were phased in over a two-year period.
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26.3 percent ~standard error of the mean equals 4.5 percent, 14 observa-
tions! for 1983 through 1988 to 26.7 percent ~standard error of the mean
equals 2.7 percent, 9 observations! for 1991 through 1993. The mean wide
window return for Japanese initiations was 0.8 percent ~standard error of
the mean equals 3.2 percent, 19 observations! for 1982 through 1988 and 5.2
percent ~1 observation! for 1991 through 1993. Neither of these changes is
significant. A binary variable identifying the Japanese transactions that oc-
curred either before or after the tax change is never significant when in-
cluded in the regressions in Table V, nor does it materially affect the
significance of the Wald test statistics. We see no indication that Japan’s tax
changes cause any systematic biases in our tests.

Recent work raises concerns about the empirical power and specification
of test statistics in tests of long-run abnormal stock returns, particularly
when market indices are used to adjust event-specific returns. Barber and
Lyon ~1997! find that empirical rejection rates exceed theoretical rejection
rates. They show that the sources of misspecification are corrected by
matching sample firms to control firms of similar sizes and book-to-market
ratios.

Even though our event windows of 62 and 2 days are shorter than those
considered in these long-run return studies, we redo the analyses in
Tables IV and V to ensure that our results are not driven by the adjustment
procedure. We adjust event returns with returns from a matched set of con-
trol firms. The control firms are those firms in the original 1983 lists ~S&P
for the United States and Morgan Stanley Index for Japan! that have the
closest market capitalization to the event firm in the month end prior to the
announcement. The results with the matched-firm returns closely parallel
the value-weighted index returns reported in Tables IV and V. For example,
the mean returns for the wide ~260, 11! window omission announcements
are 223.98 percent ~United States! and 24.89 percent ~Japan!. The mean
wide ~260, 11! window initiation returns are 10.06 percent ~United States!
and 3.01 percent ~Japan!. ~The standard errors are larger in the matched-
firm sample.! The point estimates in the regressions also continue to show
that stock price reactions to U.S. announcements, measured as an intercept
or as a slope coefficient on the dividend yield, exceed the reactions to Jap-
anese announcements. Compared to the value-weighted index returns re-
ported in Table V, the matched-firm returns result in slightly higher rejection
rates for the U.S. 5 JAPAN tests in the omission sample and slightly lower
rejection rates for the initiation sample. We conclude that the consistency in
results across the two adjustment methods provides strong evidence that the
results are robust to the market adjustment procedure.

B. Degree of Dividend Smoothing

The preceding evidence indicates that there is less information in Japa-
nese dividend initiation or omission announcements than in comparable U.S.
announcements. If dividends do not represent a “signal,” then managers should
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not be concerned about the market’s reaction to dividend announcements,
particularly for dividend cuts or omissions. Hence, Japanese managers should
be more willing to adjust dividend levels.24

Table VI provides two frequency distributions of dividend changes. Panel
A focuses on the incidence of dividend omissions and initiations, and indi-
cates that 0.9 percent of the U.S. sample, 1.5 percent of the keiretsu obser-
vations, and 0.9 percent of the independent observations are dividend
omissions. Here, the greater reluctance of U.S. firms to change dividends
comes through clearly. U.S. firms have lower incidences of both omissions
and initiations than keiretsu firms. A chi-square test rejects equal distribu-
tions at the 1 percent level when comparing U.S. and keiretsu firms. Similar
tests do not reject equality when comparing Japanese keiretsu and indepen-
dent firms, U.S. firms and independent firms, and U.S. firms and hybrid
firms. In sum, we see that Japanese keiretsu firms are more willing to omit
and initiate dividends than U.S. firms but that Japanese independent firms
are similar to U.S. firms. Hybrid firms fall somewhere between keiretsu and
independent firms.

Panel B of Table VI classifies each annual dividend observation as either
a cut, an increase, or no change. To avoid overstating the incidence of divi-
dend cuts, we count only the initial cut when there are a series of cuts in
consecutive years. DeAngelo and DeAngelo ~1990! find that U.S. firms tend
to spread dividend reductions over more than one year, making a small cut
each year rather than concentrating the dividend reduction in a single year.
This Japanese sample also provides evidence of consecutive years with div-
idend cuts, although it appears to be less common than in the U.S. sample.
The results do not change materially if we include all dividend cuts in the
cut category.

The first row of Panel B indicates that 39.2 percent of the U.S. dividend
observations involve no change of dividend policy. Over the sample period,
U.S. firms have proportionately fewer dividend cuts and more dividend in-
creases than any category of Japanese firm. This pattern corresponds to the
different economic performance in the United States versus Japan. Over the
sample period, U.S. nominal GDP grew at an average annual rate of 6.6
percent, compared to 5.4 percent for Japan. The United States had only one
year ~1991! with GDP growth below 5.0 percent, compared to four years
~1986 through 1987, 1992 through 1993! for Japan. Even with this superior
economic performance, the U.S. firms have relatively fewer dividend initia-
tions ~see Panel A!. A chi-square test of the independence of the dividend

24 In general, taxes should not have a major effect on dividend smoothing. None of the papers
that discuss the reluctance of managers to change dividends identifies taxes as a factor in these
decisions. However, a major tax overhaul might affect the desired level of dividends and thus
might lead to some dividend adjustments. As noted earlier, the Japanese tax changes in 1989
and 1990 made dividends relatively less attractive for corporations. Our data indicate, however,
that the Japanese companies made relatively more dividend increases and relatively fewer div-
idend cuts in 1989 and 1990 than in the other years. This suggests that the exceptionally strong
economy in the late 1980s overwhelmed the potential impact from the tax changes.

Dividends, Asymmetric Information, and Agency Conflicts 897



Table VI

Frequency Distribution of Dividend Changes by U.S.
and Japanese Firms over the 1982–1993 Period

This table reports the frequency of dividend changes for a sample of all nonfinancial and non-
utility companies in the 1983 S&P 500 and Morgan Stanley Capital International Japan Index
for which relevant accounting and stock price data are available from Global Vantage, Moody’s
International Manual, CRSP, and Datastream. Keiretsu firms are firms identified in Industrial
Groupings in Japan as having strong ties to one of the six largest industrial keiretsu groups
~DKB, Fuyo, Mitsubishi, Mitsui, Sanwa, and Sumitomo!. Independent ~Indep.! firms have no
ties to any keiretsu industrial group. Hybrid firms have weak ties to one of the six largest keiretsu
groups or ties to any other keiretsu group. Panel A shows the frequency of changes across Omis-
sions ~moving from positive to zero annual dividends!, Initiations ~moving from zero to a positive
level of annual dividends!, and Other ~all other annual dividend changes!. Panel B reports the fre-
quency of changes across Cuts ~a fall in annual dividends!, Increases ~an increase in annual div-
idends!, and Continuations ~no change in annual dividends!. Percentages indicate the frequency
with which observations for a given country fall into the category. Number of observations is in
parentheses. The chi-square test of independence examines whether the distribution of dividend
changes is independent of firm type, comparing only two types of firms at a time.

Panel A: Dividend Omissions and Initiations

Frequency Distribution
p-values for Chi-Square
Tests of Independence

Total Obs. Omissions Other Initiations Keiretsu Indep. Hybrid

U.S. 100.0% 0.9% 98.5% 0.6% U.S. 0.00007 0.498 0.168
~3,768! ~33! ~3,712! ~23! Keiretsu 0.347 0.228

Japan Indep. 0.702
Keiretsu 100.0% 1.5% 96.4% 2.2%

~685! ~10! ~660! ~15!
Independent 100.0% 0.9% 98.0% 1.1%

~350! ~3! ~343! ~4!
Hybrid 100.0% 1.5% 97.5% 1.0%

~685! ~10! ~668! ~7!

Total 100.0% 1.2% 97.8% 1.0%
~4,862! ~56! ~4,757! ~49!

Panel B: Dividend Cuts, Continuations, and Increases

Frequency Distribution
p-values for Chi-Square
Tests of Independence

Total Obs. Cuts Continuations Increases Keiretsu Indep. Hybrid

U.S. 100.0% 5.5% 39.2% 55.3% U.S. 0.000 0.000 0.000
~3,580! ~196! ~1,405! ~1,979! Keiretsu 0.011 0.165

Japan Indep. 0.276
Keiretsu 100.0% 13.6% 51.8% 34.7%

~657! ~89! ~340! ~228!
Independent 100.0% 7.3% 53.9% 38.8%

~343! ~25! ~185! ~133!
Hybrid 100.0% 10.2% 54.0% 35.8%

~659! ~67! ~356! ~236!

Total 100.0% 7.2% 43.6% 49.2%
~5,239! ~377! ~2,286! ~2,576!
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policy changes across the country breakdowns in Panel B rejects the null
that the data come from the same distribution at the 1 percent level for the
U.S. samples versus the Japanese keiretsu, independent, and hybrid samples.

The comparison of keiretsu, independent, and hybrid firms in Panel B of
Table VI is more informative because all Japanese firms are subject to the
same macroeconomic f luctuations. Each group shows approximately the same
frequency of dividend increases, but keiretsu firms are significantly more
likely to cut dividends than are independent firms. Hybrid firms fall be-
tween the two. A chi-square test rejects equal distributions for the keiretsu
versus independent samples at the 5 percent level. Chi-square tests cannot
reject equality for the keiretsu versus hybrid samples and the independent
versus hybrid samples. Hence, Panel B shows a significant difference be-
tween keiretsu and independent dividend policies with hybrid firms falling
somewhere between the two.

The results in Table VI provide evidence that Japanese keiretsu-member
firms omit and initiate dividends more often than U.S. firms, and that they
change dividend levels more often than independent Japanese firms. An-
other measure of managerial willingness to change dividends is Lintner’s
speed-of-adjustment parameter.25 Formally, the Lintner model is written as

dt 5 dt21 1 a 1 c~ret 2 dt21!, ~2!

where dt and dt21 are dividends at time t and t 2 1, et are earnings at time
t, r is the payout ratio, c is the speed of adjustment, and a is an intercept
term. The model says that each firm has a target payout ratio, r, so that its
target dividend at time t is the target payout ratio times earnings at time t,
or ret. Firms do not move immediately to the new target dividend, but in-
stead smooth out changes in their dividends by moving part of the way to
the target dividend each year. The speed with which they adjust dividends is
captured by the speed-of-adjustment ~SOA! parameter c, which indicates how
responsive a firm’s dividends are to changes in earnings. A higher value of c
indicates a speedier adjustment.

Following Fama and Babiak ~1968!, we estimate the version of the Lintner
model without the intercept term a. We estimate the model for each of 313
U.S. and 180 Japanese companies with at least five years of nonzero divi-
dend and earnings data. Restricting the sample to firms with six, eight, or
ten years of data does not change the results. The median SOA estimates are
0.055 for all U.S. firms, 0.094 for all Japanese firms, and 0.117, 0.082, and
0.021 for keiretsu, hybrid, and independent firms, respectively. Fama and
Babiak ~1968! report an average estimate of about 0.50.26 Hence, U.S. divi-
dends are much smoother now than they were in the twenty years following

25 See Lintner ~1956! and Fama and Babiak ~1968! for a full discussion of the Lintner model.
26 Choe ~1990! documents that the speed-of-adjustment parameter for U.S. firms falls to

about 0.15 in the early 1970s.
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World War II. A Wilcoxon rank-sum test rejects equality of the U.S. SOA and
the keiretsu SOA at the 5 percent level as well as equality of the keiretsu
SOA and the independent SOA at the 5 percent level. The Wilcoxon test
cannot, however, reject equality of the hybrid SOA with either the keiretsu
or the independent SOA, or the U.S. with the Japanese independent firm
SOAs. The SOA estimates indicate the dividends of Japanese keiretsu firms
are more responsive to earnings changes than those of both U.S. firms and
Japanese independent firms.

The SOA results confirm that U.S. dividends are “smoother” than Japa-
nese dividends. To further explore this difference, we estimate the time frame
over which managers set dividend policy. We focus our analysis on dividend
cuts because Lintner ~1956! suggests that managers are particularly reluc-
tant to cut dividends due to the negative signal it sends to investors, al-
though the results are similar if we use dividend increases instead of dividend
cuts. We want to know how far back managers look when they set dividend
policy.

To answer this question, we use a logit model to estimate the probability
of a dividend cut. Table VII reports the results of logit estimations where the
dependent variable equals one if the firm cuts its dividend that year ~t 5 0!
and zero otherwise. As explanatory variables, we use the firm’s market-
adjusted stock return in years t 5 0 through t 5 23. We use a stock market
measure of performance because it is not subject to the accounting discrep-
ancies discussed above. The results do not materially change if earnings
measures are used as explanatory variables.

For the U.S. sample, the probability of a dividend cut in year t 5 0 is tied
to firm stock performance in years t 5 0, t 5 21, and t 5 22. Estimating
derivative values at the mean value of the dependent variable, the results
indicate that a 50 percentage point drop in year t 5 0 performance increases
the probability of a dividend cut by 2.5 percent from the unconditional prob-
ability of 5.5 percent to 8.0 percent. The comparable derivative value for
year t 5 21 is 3.0 percent and for year t 5 22 is 3.4 percent.

For the Japanese sample, the results in column 2 indicate that only year
t 5 0 stock performance is significantly tied to the decision to cut dividends.
A 50 percentage point drop in year t 5 0 performance increases the proba-
bility of a dividend cut by 5.2 percent from the unconditional probability of
10.9 percent to 16.1 percent. It appears that Japanese managers are re-
sponding to current performance when cutting dividends, while U.S. man-
agers are looking back as much as two years.

Model 3 indicates that this result holds even when dummy variables for
keiretsu and independent firms are included. The keiretsu dummy takes a
value of one when the firm is a keiretsu-member firm and a value of zero
otherwise. The independent dummy is constructed analogously. The coeffi-
cient on the keiretsu dummy is positive, the coefficient on the independent
dummy is negative. Although neither of these coefficients differs signifi-
cantly from zero, they do differ significantly from each other at the 1 per-
cent level, which indicates that when performance is held constant, keiretsu
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firms are more likely to cut their dividend than independent firms. The
derivative estimates of these two coefficients, calculated at the mean value
of the dependent variable, indicate that a keiretsu firm increases the prob-
ability of a dividend cut by 4.4 percent, while an independent firm decreases
the probability of a cut by 4.8 percent. This confirms the frequency table
results of Table VI while controlling for any differences in performance. The
positive keiretsu dummy coefficient and the negative independent dummy
coefficient indicate that hybrid firms fall between keiretsu and independent
firms in their willingness to cut dividends. The significant coefficient esti-
mate on Return~0! indicates that a 50 percent drop in year t 5 0 perfor-
mance increases the probability of a dividend cut by 5.5 percent. This derivative
estimate is twice as large as the U.S. estimate in column 1.

Table VII

Logit Analysis of the Effect of Prior Stock Return Performance
on the Decision to Cut Dividends

This table reports logit coefficient estimates for a sample of all nonfinancial and nonutility
companies in the 1983 S&P 500 and Morgan Stanley Capital International Japan Index for
which relevant accounting and stock price data are available from Global Vantage, Moody’s
International Manual, CRSP, and Datastream International. The period covered is 1982–93.
The dependent variable equals one if the firm reduced its annual dividend in year zero, and
zero otherwise. Where there are dividend cuts in consecutive years, only the first cut is in-
cluded. Return~t! is the company’s stock return in year t. Keiretsu dummy is set equal to 1 for
all firms with strong ties to one of the six largest keiretsu industrial groups ~DKB, Fuyo,
Mitsubishi, Mitsui, Sanwa, and Sumitomo!. Independent dummy is set equal to one for firms
with no ties to any keiretsu industrial group. t-statistics are in parentheses.

United States Japan

Independent variable Model ~1! Model ~2! Model ~3!

Constant 22.78*** 21.81*** 21.89***
~231.46! ~219.26! ~212.77!

Return ~0! 20.77*** 20.86** 20.91**
~23.07! ~22.16! ~22.27!

Return ~21! 20.93*** 20.13 0.12
~23.39! ~0.47! ~0.46!

Return ~22! 21.09*** 20.19 20.20
~24.10! ~20.65! ~20.70!

Return ~23! 20.00 0.30 0.29
~20.02! ~1.28! ~1.26!

Keiretsu dummy — — 0.37*a

~1.85!
Independent dummy — — 20.41a

~21.46!

Observations 2583 1018 1018

*, **, *** Significant at the 10 percent, 5 percent, and 1 percent levels, respectively.
a The coefficients on the keiretsu member dummy and the independent firm dummy are sig-
nificantly different at the 1 percent level.
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III. Conclusion

This study compares the dividend policies of U.S. and Japanese firms,
partitioning the Japanese sample into keiretsu-member, hybrid, and inde-
pendent firms. Due to institutional differences in the structure of corporate
ownership and the nature of corporate group interactions, we assume that
Japanese firms are subject to less information asymmetry and fewer agency
conf licts than U.S. firms and that keiretsu-member firms are subject to less
information asymmetry and fewer agency conf licts than independent Japa-
nese firms.

We use these sample distinctions to see if the levels of information asym-
metry and agency conf lict are associated with the level of information con-
tained in dividend announcements or the degree of dividend smoothing. First,
we provide evidence that Japanese dividends reveal less information. An
event study of dividend omission and initiation announcements shows that
stock prices react more strongly to U.S. company announcements than to
Japanese company announcements. This result holds for wide window omis-
sion returns and for wide and narrow window initiation returns even after
controlling for concurrent earnings announcements, the number of years that
dividends were ~or were not! paid, and tax clientele effects. The data also
reveal that U.S. announcement returns are significantly tied to the magni-
tude of change in a firm’s dividend yield, while the Japanese returns are not.
Second, we provide evidence consistent with less constrained dividend ad-
justment by Japanese firms, and keiretsu-member firms in particular. Anal-
ysis of the frequency of dividend changes indicates that keiretsu managers
initiate and omit dividends more frequently than U.S. managers, and change
their dividends more frequently than Japanese independent firm managers.
Speed-of-adjustment parameter estimates from the Lintner ~1956! model in-
dicate that Japanese keiretsu-member firms adjust dividends more quickly
than both U.S. firms and Japanese independent firms. Finally, the data in-
dicate that Japanese firms cut dividends in response to poor performance
more quickly than U.S. firms.

The evidence indicates that Japanese dividend policy, especially that of
keiretsu-member firms, contains less information and is more responsive to
performance than U.S. dividend policy. The results are consistent with the
joint hypotheses that Japanese firms, and keiretsu-member firms in partic-
ular, are subject to less information asymmetry and fewer agency conf licts
than U.S. firms, and that information asymmetries and0or agency conf licts
affect dividend policy.

It is well established that corporate governance in Japan differs dramat-
ically from that in the U.S., but researchers come to different conclusions
about whether the differences affect corporate actions. Kester ~1986!, Hoshi,
Kashyap, and Scharfstein ~1990a, 1990b, 1991!, Prowse ~1990, 1992!, and
Kang and Stulz ~1996! find differences in behavior with respect to leverage,
liquidity constraints, debt policy, and new security issues, respectively. Kaplan
~1994!, Rajan and Zingales ~1995!, and Hall and Weinstein ~1996!, on the
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other hand, do not find a difference in senior executive turnover and com-
pensation, debt policy, or long-term investment during financial distress,
respectively. Our paper contributes to this literature by expanding the com-
parison of U.S. and Japanese actions to another area, that of dividend policy,
where we find significant differences between Japanese and U.S. corporate
policies.
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