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 Abstract 

This paper investigates determinants of payout levels and payout composition in 

multinational corporations and domestic corporations and how payout differs between the 

two, as well as the effect of a country’s legal tradition on payout, on a worldwide sample. 

My main findings are that multinational corporations’ total payout is slightly lower than 

domestic corporations’ payout when taking into account a country’s legal tradition affects. 

No support is found that multinationals and domestic corporations differ in payout 

composition and payout composition is not changing over time, according to my results. 

My findings are partly consistent with theories on how ownership structures and agency 

problems affect payout policy. Still, the puzzle in unsolved. 
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1. Introduction 

Over the last couple of decades, the number of firms that are paying dividends has declined 

tremendously (Fama and French, 2001). Numerous studies examined payout and dividend 

policies in the past. While there is much known about how firms manage dividends, only few 

studies focus on the dividend payout by multinational corporations (hereafter referred to as 

MNCs) and how payout and payout composition differs from domestic corporations (hereafter 

referred to as DCs), (Ferreira et al, 2010). Dividend payout is determined by several factors, 

which include cash holdings, tax considerations, ownership structure, political risk and 

foremost, agency costs of free cash flow (Akhtar, 2018), (Ferreira et al., 2010), (Jensen, 1986). 

Especially the agency costs and link with payout, ownership structure, law tradition and stage 

of firms’ life cycles is of importance, but theory yet provides no clear answer to the dividend 

puzzle. It is clear however that agency problems, ownership differences and law traditions do 

affect payout policy (La Porta et al., 2000). Agency problems can be the result of high cash 

holdings in the case of low investor protection. Higher cash holdings can be related to several 

issues including weak growth opportunities, the heritage of the recent financial crisis, tax 

reasons and worldwide access to multiple capital markets (Zenner et al., 2016). Moreover, high 

cash levels can also be explained by the view that internal financing using cash is sometimes 

seen as a preferred and risk averse way of financing rather than outside financing using equity 

or debt (De Simone and Lester, 2018). This is known as the pecking order theory, which states 

that firms prefer internal finance over external finance as further examined by Myers (1984). 

Finally, high uncertainty avoidance effects cash holdings: in countries with higher uncertainty 

avoidance, cash holdings will be higher (Ramirez and Tadesse, 2009). Although creating 

agency problems, for firms, there can be good reasons to keep higher cash holdings: cash 

holdings can be used to pay out excess cash to shareholders in two ways.  

First, the dividend payout mechanism allows firms to pay cash to shareholders as a dividend. 

Firms must consider the way in which they pay out consistent dividend over the years well, 

since dividends tend to be sticky and fluctuations in dividends are not desirable (DeAngelo et 

al., 2000), (Brav et al., 2005). Moreover, dividend payout policy can be used as a signaling 

mechanism to inform investors about future profitability. Paying dividend is the most 

conventional and widely practiced way of returning value to shareholders and has been used 

since the separation of ownership and management in firms (DeAngelo et al., 2000). In their 

study, La Porta et al. (2000) mention the relationship between agency problems, the law 

tradition and payout. They report an interaction in which firstly, firms in countries with good 
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protection of minority shareholders, dividend payments are forced through the control ability 

of the shareholders. Secondly, dividend payments could be higher in countries with worse 

shareholder protection, as firms need to maintain a certain reputation as they can be in need of 

financing in the future. In this way, dividend payments are made to offset agency problems, 

while in the first model, dividend payments are forced to prevent agency costs. 

Second, excess cash can be paid out to shareholders in the form of share repurchases. A share 

repurchase or buyback is when a firm buys its own shares back from the market, typically at 

market value. This usually occurs when the firm’s management thinks the share price is 

undervalued (Brav et al., 2005). The repurchased shares become treasury stock of the firm. This 

results in the firm’s market value not changing, while a part of the number of shares is no longer 

tradable, which in turn increases the share value of the remaining shares. In this way, 

shareholder value is increased and indirectly, cash accrues back to shareholders. This way of 

returning cash to shareholders is less commonly used but increased in popularity during recent 

decades (Baker and De Ridder, 2018). It should be noted that the capital structure of firms 

repurchasing their shares changes in the same way it does with paying dividend, because equity 

is bought back using assets (Nohel and Tarhan, 1998).  Difference in both forms of returning 

cash to shareholders is that dividend payouts are more stable and recurring, while share 

repurchases are more flexible. The latter also not being used for signaling to shareholders 

(Jagannathan et al., 2000). 

Together, these two mechanisms form the payout policy of firms. Prior studies have shown that 

MNCs tend to have larger cash holdings (Dittmar, 2008). Existing theories do not provide one 

clear expectation about the decisions of both MNCs and DCs on whether to pay dividends or 

repurchase shares. However, building on Jensen’s Free Cash Flow theory, agency theory and 

different transaction cost theories, there is reason to believe payout policy of MNCs could differ 

from the payout policy of DCs. MNCs ownership structures are notably different from DCs due 

to institutional investors being main and largest shareholders (blockholders) in the firm. MNCs 

owned foremostly by foreign institutional investors tend to terminate payout due to the 

transaction costs like taxes that come with payout (Rozeff, 1982). This process occurs when 

MNCs ownership structure shifts towards greater institutional ownership (Ferreira et al., 2010). 

Additionally, foreign risk exposures, different governing styles and tax disadvantages can 

explain differences in payout between MNCs and DCs (Akhtar, 2018). Prior studies reported a 

lower payout ratio of MNCs compared to DCs, mostly attributable to the increased risk factor 

of MNCs. This risk factor is mainly related to political instability in countries (Akhtar, 2018). 
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Finally, the origin of law in countries seems to affect the payout of firms, as shareholder 

protection in common law countries is generally better compared to civil law countries, 

indicating payout would be higher in common law countries than in civil law countries (Mishra 

and Tannous, 2010).  

Prior literature on payout and multinationality is, to my best knowledge, based on a single 

country factor. I extend prior studies and will build on existing literature by taking into account 

multiple countries and researching payout on a worldwide scope. My study is unique in the way 

that it is an international study containing firms doing business in politically stable countries, 

as well as adding a factor considering the origin of law possibly explaining payout. I expect to 

find a more moderate relationship of multinationality on the payout policy on a worldwide 

sample. Therefore, I aim to research the relationship of both the degree of multinationality and 

the influence of the origin of law in a firm’s country on the payout policy of firms worldwide, 

which scope is restricted to the developed world with firms from the American continent, 

Europe and the Far East. This study is exclusive in the way that it has not been done on the 

composition of payout, taking into account dividend payout and share repurchases as well as in 

including an origin of law factor. 

In this study, I research the relation between multinationality, origin of law and various 

measures of payout, including payout levels and payout composition, using a sample of 4.563 

firms from the US, Europe and the Far East, ranging from 2007 till 2017. To test the existence 

of a relationship between payout, multinationality and origin of law, I ran ordinary least squares 

regressions. First, I found that multinationality is important in determining payout levels only 

when the origin of law factor is taken into account, which implies MNCs pay slightly less than 

DCs. Moreover, I report that no evidence is found for differing payout compositions between 

MNCs and DCs and payout composition did not significantly change over time during the 

sample period, attributable to the substitution of dividends by share repurchases. Finally, I find 

that payout is slightly higher in civil law countries than in common law countries, which is in 

line with the substitute model of La Porta et al. (2000). These results are especially interesting 

for firms’ management and shareholders, as different payout policies are explained and 

explored, shedding light on the role of agency problems and considerations regarding payout. 

The remainder of this paper is structured as follows: Section 2 describes the theoretical 

background of the study, Section 3 will explain hypotheses, data and methodology, in Section 

4 the results will be discussed, while in the final section the conclusion of this study is presented. 
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2. Theoretical background and literature review 

Payout policy has been often examined in the recent past. Black (1976) stated that payout 

remains a puzzle, given that investors demand for dividends opposes the desire that reinvested 

cash can increase share value even more. La Porta et al. (2000) adds that agency problems 

related to the appropriation of cash by insiders may induce outsiders to put pressure on firms to 

pay dividends. In turn, dividend payout can also be a substitute for law-enforced protection of 

shareholders, as firm has to keep up a reputation to be a proper investment. Considering 

dividend and share repurchases, the former has been the preferred way of returning cash to 

shareholders over the years and the latter is relatively new (DeAngelo et al., 2000). Miller and 

Modigliani (1961) don’t mention share repurchases in their study on dividend irrelevance, since 

dividends were the only empirically meaningful payout at that time (DeAngelo & DeAngelo, 

2006). They mention in their dividend irrelevance theorem that investors should not care about 

firms’ payout policy, since they can sell part of their stock if they desire cash. This argument 

has been criticized, DeAngelo and DeAngelo (2006) state that even in frictionless markets, 

payout policy is very important, as for example agency costs and information asymmetry affect 

payout decisions. Share repurchases have become a widely used mechanism of distributing cash 

back to shareholders. The combination of dividend and share repurchases is known as payout 

composition. The effect of multinationality and origin of law on payout composition is still to 

be explored. 

2.1 Payout policy 

Several factors can explain payout levels and payout policy. One explanation is that payout is 

related to agency problems between firms’ insiders and outsiders (La Porta et al., 2000). Here, 

insiders refers to those in control of the firm. Insiders can also be investors, if they own a large 

stake of the firm, as is the prevalent in most family firms. In this way, they are in control. These 

theories state that unpaid profits form an agency problem as these funds help insiders realize 

personal profits or are invested in unprofitable projects (Opler et al., 1999), (Jensen, 1986). 

Minority shareholders can be able to indirectly force firms to pay out dividends using their 

power, in example their voting rights to vote in certain directors, as strong laws protect 

shareholder rights. This is commonly found in common law countries. However, in civil law 

countries minority shareholders are typically less well protected, which exposes them to severe 

agency problems. This is known as the outcome model of dividends (La Porta et al., 2000).  
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Another view proposed by La Porta et al., (2000) implies that in countries with weak protection 

of minority shareholders, firms issue dividends as a substitute for the lack of legal protection. 

As firms, especially growth firms, are in need of capital they will need to have a certain 

reputation of treating shareholders well and paying dividends in order to attract investors.  This 

is known as the substitute model of dividends. Evidence is found that the outcome model can 

explain dividend payouts, while the substitute model cannot. In this view, shareholder 

protection can be seen as a proxy for agency problems and costs. More on differences in the 

origin of law and its effect on payout can be found in section 2.4. 

Moreover, there is an interesting role for the difference between growth firms and value firms, 

as in the outcome model, growth firms tend to payout less than value firms, consistent with the 

view that investors in countries with good shareholder protection care more about future 

profitability, whereas in countries with worse shareholder protection, investors will want their 

payout, regardless of the life-cycle stage of the firm. This is even more emphasized when 

looking at the ownership structures of firms and evidence is found that civil law countries firms 

have more concentrated ownership than common law countries firms. This is partly explained 

by family firms but can also be related to payout policy and control in those firms (La Porta et 

al., 2000), (La Porta et al., 1998).  

As mentioned before, payout is a way to mitigate the agency problem between insiders and 

outsiders. Paying out portion of the net income of the firm to the owners is in the interest of the 

shareholders (Rozeff, 1982). However, research of Ferreira et al. (2010) showed that 

international investors could prefer less dividends due to tax disadvantages and transaction costs 

when reinvestment opportunities are good. One of the reasons why payout is used to mitigate 

agency problems, is because of free cash flow. Free cash flow is excess cash that cannot be 

invested in profitable, positive net present value projects and would be wasted if invested. 

According to Jensen (1986), a high free cash flow leaves management with several funds under 

their control, which will induce management to invest in unprofitable projects or enabling them 

to retain cash or benefit themselves elsewise (DeAngelo et al., 2009). Therefore, minority 

shareholders will want to minimize free cash flow by paying it out to the owners. Furthermore, 

there is a special role for debt, leverage and capital structure in this. Debt can reduce the agency 

costs of free cash flow by reducing the funds under the control of managers, because of future 

obligation to pay out cash flows. However, the agency costs of debt including bankruptcy costs 

and risk, will increase as the leverage increases (Jensen, 1986). From theory related to agency 

costs, ownership structure and legal tradition I expect payout policy to differ between firms. 
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2.2 Payout composition 

Firms’ earnings and excess cash can be distributed to shareholders in a few ways which include 

ordinary cash dividend and share repurchases. Occasionally firms distribute cash in both ways 

(Baker and De Ridder, 2018). Regarding dividend, some firms choose to issue bonus dividend 

plans as an extra payout method. However, this has been excluded from this study.  

Transaction costs are the actual costs of a product or payout, including all indirect costs that 

come with a certain transaction. Paying dividend comes with transaction costs like taxes and 

maybe even the attraction of new capital by the firm, which would in either way of debt or 

equity, come with high transaction costs just to finance dividend payments. Transaction costs 

of financing are therefore increased as dividend payout is increased. (Rozeff, 1982) Given that 

dividend payout transaction costs are high, this might therefore not be the preferred option 

regarding managing the high levels of free cash flow and mitigating agency problems. Ferreira 

et al. (2010) mention this transaction costs hypothesis in their study, in which they state that 

foreign institutional investors prefer investing in stocks that do not pay dividend. Share 

repurchases however, could be the preferred option of paying out value to shareholders in this 

view, because one could argue this comes with lower transaction costs, in the case of open-

market repurchases. However, since there is information asymmetry between owners and 

managers regarding the open-market buyback, there will be agency costs involved. 

Furthermore, bid-ask spreads which, according to research of Barclay and Smith (1988), 

become wider during the time a repurchase announcement is made lead to transaction costs. 

However, according to research of Råsbrant and De Ridder (2013), the bid-ask spread decreases 

on repurchasing days, eliminating this transaction costs. Nonetheless, one could argue that there 

are both agency and transaction costs related to the repurchase of shares, which do not arise 

with cash dividends. In this view, the payout decision whether to pay cash dividends or issue a 

share repurchase, would be irrelevant or is subject to country or firm characteristics (Barclay 

and Smith, 1988). In addition, theory argues that automatic share repurchase programs in which 

investors can choose to let the corporation buy part of their shares instead of paying dividend 

will ultimately replace common dividend payout due to the increased transaction costs factor 

of dividend payout (Black, 1976). Finally, payout composition regarding transaction costs is 

related to ownership structure of firms. Research of Ferreira et al. (2010) showed that 

institutional ownership is negatively related to the propensity of paying out dividends. This is 

explained mainly due to tax disadvantages and transaction costs that come with paying 

dividends to foreign owners. In the same study, Feirrera et al. (2010) stated that MNCs in 
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modern society are typically owned by foreign large institutional shareholders, while this is not 

relevant for DCs. Evidence is found for international investors pushing MNCs to payout less 

dividend which would in this study predict that transaction costs cause the payout composition 

to be different for MNCs. Moreover, a study of La Porta et al. (1998) found that concentration 

of ownership, typical to MNCs owned by institutional investors, is linked to worse shareholder 

protection leading to lower dividend payout. Transaction cost theory would predict that firms 

in most cases would prefer share repurchases above paying dividends due to the transaction 

costs that come with the dividend payouts and that total payout of MNCs will be lower (Brav 

et al., 2005), (Ferreira et al., 2010). 

Early research showed that firms’ management uses cash dividends as a signaling mechanism, 

to convey information about future profitability of the firm. Several of these dividends used to 

signal, used to be special dividends, bonus plans or year-ends in which the latter two are also 

special kinds of payout, either the payout of cash as a bonus for shareholders or a special 

dividend bonus at the end of the year. However, these special dividends have gradually 

disappeared over the last fifty years and rarely paid out anymore today (DeAngelo et al., 2000). 

Other studies found that there is no relation between increasing dividends and future earnings, 

as managers kept increasing dividends, while earnings growth was stagnating. Management is 

likely to be overly optimistic about future performance and still want to signal future 

profitability, even if this is not the prospect (DeAngelo et al., 1996). However, it is still widely 

agreed that signaling used to be prevalent in dividend payouts (DeAngelo et al., 1996). 

Therefore, it might impact payout decisions and the choice for dividend payouts over the years.  

Several prior studies have examined dividend payout and share repurchases over the years and 

find that both the number of firms paying dividends and the dividend firms pay decreased over 

the last decades. However, share repurchases increased over the same time span (Fama and 

French, 2001), (DeAngelo et al., 2009), (Gelb, 2000). It should be noted that in certain countries 

including the United States, share repurchase programs were used to obtain shares for employee 

stock ownership plan (ESOP) programs (Chang and Mayers, 1992).  Since share repurchases 

were virtually nonexistent in the first part of the 20th century and gained ground quickly during 

the past fifty years (Brav et al., 2005), one could argue that share repurchases are the substitute 

for special dividends, as a bonus, while dividend levels are sticky, smoothened and stable over 

time. Share repurchases have tax advantages (Barclay and Smith, 1988) and paying out with 

repurchases is viewed by managers as being more flexible than using dividends (Brav et al., 
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2005) This view is opposed by Baker and De Ridder (2018), who in their research find that in 

Sweden, stock repurchases have not replaced dividends over time. 

2.3 Multinationality 

Firm’s degree of multinationality effects capital structure and in turn payout (Chen et al., 1997). 

Prior studies have shown how risk exposure and foreign activities can influence payout of 

MNCs, as well as increased agency costs (Aggarwal and Kyaw, 2010). As explained, high cash 

holdings are seen as undesirable from the shareholder point of view, as excess cash under 

control of insiders is seen as an agency problem and the cash can also be disbursed as dividends. 

MNCs and DCs seem to differ in the level of corporate cash holdings, while during the late 

1990’s cash holdings of DCs and MNCs were comparable. However, after the financial crisis, 

MNCs held significantly more cash (Pinkowitz et al., 2012). This could be the result of 

uncertainty on the financial market and the preference for internal financing, as pecking order 

theory predicts (Myers, 1984). This is explained by the fact that internationally oriented firms 

have more extensive activities that require longer credit terms, larger inventory levels and 

higher levels of working capital to operate abroad, in countries with different laws and credit 

policies (Pinkowitz et al., 2012). Moreover, higher cash holdings are caused by MNCs having 

subsidiaries in countries with large cash holdings, because of tax costs coming from repatriation 

(Akhtar, 2018). Cash holdings in both DCs and MNCs are related to agency problems. To 

mitigate agency costs, outsiders will want to incur bonding, monitoring and auditing costs. 

MNCs face more agency problems due to the higher cash holdings, because of the nature of 

their offshore business. Higher organizational complexity, the diversity of geographical 

locations, cultural differences, higher auditing costs, differing legal systems, language 

differences, complex financial statements and different auditors require MNCs to have higher 

cash holdings to mitigate agency problems (Akhtar, 2018). Multinationality is thus expected to 

have an effect on cash holdings and in turn, payout. 

Moreover, MNCs tend to have differing ownerships structures than DCs and are owned 

foremostly by large institutional investors. Therefore, MNCs could choose to terminate payout 

as these investors can prefer capital gains (Ferreira et al., 2010). Multinationality can also 

influence payout composition as MNCs might be reluctant to pay dividend due to transaction 

costs coming with overseas dividend payout. Therefore, share repurchase programs might be 

the preferred option for MNCs from this point of view (Rozeff, 1982). In this study I expect to 

find that MNCs have significantly lower payout ratios. Moreover, I expect to find that 
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multinationality is a determinant of payout composition, as MNCs tend to pay dividend less 

commonly than DCs, according to theory. 

2.4 Origin of law 

Theory argues that a country’s legal environment is related to and even can be linked to capital 

structure and policies on debt, especially for DCs. Security laws and provisions that offer 

shareholder rights and provide investor protection can be a way to mitigate agency problems 

and costs as minority shareholders can use their rights to have their say and control in the firm 

(La Porta et al., 2000), (Mishra and Tannous, 2010). Moreover, it is argued that the common 

law system provides better protection of shareholders and civil law countries, especially 

countries inheriting the French civil law tradition, have worse shareholder protection, which is 

mainly due to law enforcement which is better in common law countries (La Porta et al., 1998). 

This could be explained by the difference in the origin of the laws. Shareholder protection rights 

need constant monitoring and new laws adapting to new procedures to assure the protection of 

shareholders. However, this is expected to be harder in the civil law tradition, as the financial 

laws have been shaped according to outdated standards and procedures (Graff, 2008). With 

modern technology, financial laws that can be altered by judgmental processes seem a more 

viable option to assure investor protection. Lower investor protection will lead to firms not 

willing to pay out dividends as they are not forced to. However, as La Porta et al. (2000) 

mentions, there could be reason for firms to pay dividends to maintain their reputation as 

treating investors well, which firms will need when attracting new capital in case of growth 

opportunities. Thus, one can expect that based on these theoretical concepts, legal origin affects 

payout and I expect based on prior results that firms in civil law countries have lower payouts 

than firms in common law countries do (La Porta et al., 2000), (Mishra and Tannous, 2010). 

This effect is even more emphasized for MNCs, as studies found MNCs expanding their 

operations preferably to countries with low investor protection and less security legislation 

(Mishra and Tannous, 2010). Moreover, knowing that MNCs are commonly owned by foreign 

institutional investors and ownership is more concentrated, while DCs tend to be owned by 

domestic investors, a study of La Porta et al. (1998) found that countries failing to protect 

individual investors’ rights (typically civil law countries) will attract more institutional 

investors - who do have the power to put pressure on the firms they invest in, as well as being 

able to control those firms due to the stake they have. This leads to more concentrated ownership 

of MNCs and firms in civil law countries. These MNCs could choose to terminate payout, as 

sometimes desired by institutional investors for transaction costs reasons (Ferreira et al., 2010). 
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In turn, countries with better investor protection (typically common law countries) and the 

ability for individual investors to stand up for their rights, have more dividend paying 

companies, while no evidence is found for the view that firms in civil law countries pay higher 

dividends as substitute for legal enforcement of shareholder rights (La Porta et al., 2000), (La 

Porta et al., 1998). In this way I expect that multinationality is linked to the origin of law. 

Therefore, I expect that the relationship between multinationality and payout will be stronger 

when including the origin of law factor and firms in common law countries will show higher 

payout ratios than firms in civil law countries, given that multinationality is more prevalent in 

civil law countries. (Mishra and Tannous, 2010), (La Porta et al., 1998).   

2.5 Taxation 

Tax rates have a direct impact on payout decisions. Dividend is taxed in most countries, in some 

cases both on corporate as well as on personal level. In this study, only the corporate taxation 

will be discussed. Black (1976) argues that firms pay dividends because capital gains are taxed 

more heavily than dividends for corporate investors in most countries. The traditional view on 

dividend taxation states that heavy taxation on dividends in countries on both personal and 

corporate levels is a strong deterrent to paying out cash in the form of dividends and retaining 

earnings is much more likely (La Porta et al., 2000). Contrary, heavy taxation of dividend and 

capital gains could induce the payout in the form of share repurchases as a substitute for regular 

cash dividends, as share repurchases are commonly not taxed (Barclay and Smith, 1988). This 

can affect the corporate cash holdings. If over the last couple of decades, countries applied 

heavier taxation of dividends, this could explain the current extremes in cash holdings by firms. 

Taxation differs in countries so MNCs will be expected to be more affected by this than DCs. 

Therefore, payout decisions and payout composition can in turn be affected, as share 

repurchases might be a more interesting option. The taxation effect differs per country and is 

very hard to get grip on when including it as a main explanatory factor. In this study taxation 

effects were included, but as taxation is not the main focus of this study, this effect measurement 

is not as extended as in prior studies. 

2.6 Controlling for other determinants 

According to previous research, several firm-specific factors can influence payout, apart from 

multinationality, political risk and effective tax rate factors. These factors need to be controlled 

for. In this research I will not control for political risk as this research only involved firms in 

countries in developed, politically stable countries. Important control variables are firm size, as 
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firm size can impact the payout composition (Akhtar, 2018). Moreover, firm age can affect both 

the total payout and the payout composition as firms generally start to pay dividends once a 

firm reached a certain life cycle stage (La Porta et al., 2000). This is related to in which industry 

firms operate, so industry or sector will also be controlled for (La Porta et al., 2000). Controlling 

for leverage is also of importance in this study due to highly leveraged firms being less likely 

to pay high dividends (Akhtar, 2018). Additionally, I control for profit volatility as this might 

impact both total payout and the composition (Baker and De Ridder, 2018). Finally, as Fama 

and French (1993) mention in their work, firm size effects regarding market capitalization 

differences and book-to-market ratios related to the outperformance of growth stocks by value 

stocks can explain returns, so Small-Minus-Big (SMB) and High-Minus-Low (HML) values 

are controlled for as well, based on the developed world global averages per year. While using 

values per country seems a more viable option, I chose to use developed world values as this 

study has an international scope but is limited to developed world countries, so the average 

values should reflect the country characteristics. Apart from the control variables, I also control 

for the financial crisis year 2008 by testing for it, as returns fell heavily during this year. 

2.7 Summary of prior studies 

Separation of ownership and control in firms cause information asymmetry that leads to agency 

problems, which in turn causes cash holdings to be higher. Moreover, agency problems 

influence payout decisions (La Porta et al., 2000), (DeAngelo et al, 2009). Furthermore, 

dividend payouts have dropped over the last couple of decades, especially for MNCs, while 

share repurchases gained more ground (Fama and French, 2001). Share repurchases are viewed 

as a more flexible way of payout. MNCs seem to differ in both payout levels and composition 

due to their risk exposure and foreign activities (Akhtar, 2018) (Aggarwal and Kyaw, 2010). 

Additionally, it is known that MNCs are commonly owned by foreign institutional investors, 

while DCs are owned by domestic investors, which could explain differences in payout 

(Ferreira et al, 2010). Finally, the origin of law tends to affect payout as common law countries 

generally have better shareholder protection than civil law countries (La Porta et al., 1998). 

However, firms in countries with worse shareholder protection could have higher payout levels 

as a substitution for law enforcement of shareholder rights and to maintain a reputation as 

worthy investment when they are in need of capital (La Porta et al., 2000). Table 1 shows a 

brief summary of prior studies and their findings. 
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Table 1: summary of prior studies 

Authors Main findings 

DeAngelo et al., 2009, La 

Porta et al., 2000 
Agency problems are related to cash holdings and agency 

problems influence payout decisions 

Fama and French, 2001 Dividend payout levels declined in the past, while share 

repurchases gained ground 

Akhtar, 2018,  

Aggarwal and Kyaw, 2010 
Multinationality impacts payout levels and payout 

composition  

Ferreira et al, 2010 MNCs are commonly owned by foreign institutional 

investors, DCs are owned by domestic, individual investors  

La Porta et al., 1998 

La Porta et al., 2000 

Common law countries have better shareholder protection 

than civil law countries and this affects payout levels. Firms 

on the other hand could also pay higher dividends to 

substitute law enforcement of shareholder rights and to 

maintain a reputation. 

 

 

3. Hypotheses, Data and Methodology 

3.1 Hypotheses 

From the theoretical framework mentioned in this study several research questions arose. In 

this section I will cite the hypotheses derived from the expected, theoretical relationships, which 

will be tested in this study. 

Theory predicts MNCs will have lower payout ratios than DCs. Thus, I expect to find a negative 

relationship between multinationality of firms and the total payout of firms, including cash 

dividends paid and the value of share repurchases. This relationship is expected to be negative, 

so a higher degree of multinationality will lead to lower total payout (Akhtar, 2018). This leads 

to the first hypothesis:  

Hypothesis 1: Total payout of multinational corporations will be lower than total payout of 

domestic corporations. 

Second, I hypothesize that multinationality affects the payout composition of firms. Based on 

theory and prior studies, MNCs tend to issue share repurchases more often than DCs do, 

replacing regular cash dividends. For DCs, this substitute of regular cash dividends is less 
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commonly issued, so its payout composition will be higher (Akhtar, 2018). Thus, I expect to 

find a negative relationship between multinationality and payout composition This leads to the 

second hypothesis: 

Hypothesis 2: Payout composition will be lower for multinationals than for domestic 

corporations. 

Third, I expect that over time, buybacks will become a substitute for regular cash dividends, in 

the end almost completely replacing it. This process already occurs and according to theory and 

prior studies, over the past decade there already is a shift in payout from regular cash dividends 

to share repurchases (DeAngelo et al., 2009). I expect that over the sample period, the payout 

composition decreased. This leads to third hypothesis: 

Hypothesis 3: During the sample period, payout composition of dividend paying firms 

decreased. 

Finally, as investor protection seems worse in civil law countries, compared to common law 

countries, MNCs could be more prevalent in civil law countries, while DCs will be active in 

common law countries. As common law countries favor individual investors and civil law 

country characteristics are related to MNCs ownership structures, I expect that multinationality 

is linked to the origin of law factor. Moreover, I expect that total payout will be lower in civil 

law countries, compared to common law countries and that the relationship of multinationality 

and total payout will be stronger when including the origin of law factor (La Porta et al., 1998). 

This leads to the following three hypotheses: 

Hypothesis 4a: There is a relationship between multinationality and the origin of law. 

Hypothesis 4b: Total payout will be lower in civil law countries than in civil law countries. 

Hypothesis 4c: The relationship of multinationality on total payout of firms will be stronger 

when including the origin of law factor. 

 

3.2 Sample selection 

The main data gathered in this study has been extracted from Compustat global database and is 

all annual data. The data is gathered on a ten-year scope ranging from 2007 until 2017.The 

selection of firms is based on a worldwide basis but focused on the developed world. Therefore, 

firms from the US, Europe and the Far East have been carefully selected amongst all firms 
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available in the Compustat database. The number of firms from the US is limited, since it could 

distort the data on payout composition, as ESOP programs have been responsible for an increase 

in share repurchases, which are not contributable to substitution of dividends. Selection criteria 

included dividend payout in at least one year. Entries with missing essential relevant 

information were excluded.  

Financial firms have been excluded, due to the nature of their business, because their dividend 

payouts are indirectly dependent on the level of deposits or are affected by regulations. Besides 

this, the sample is modified by transforming outliers and winsorizing with the following 

specifications: a margin of five percent both for low and high values. My final sample consists 

of 22.184 firm-year observations in a total of 4.563 firms of which 2.524 MNCs and 2.039 DCs. 

The sample selection procedure can be found in Table 2. Table 3 gives an overview of the 

industry distribution of the final sample and Table 4 presents the sample distribution regarding 

countries. 

Table 2    

Sample selection procedure       

Deleted sample description Observations Remaining 

Initial sample 338.603   
Less undeveloped world countries -199.598  139.005 

Less financial firms -25.241  113.764 

Less lack of relevant information -91.249  22.515 

Less different reporting period -331  22.184 

Total final sample 22.184    

    

Table 3    

Sample Industry Distribution       

SIC Industry Number of observations 

0100-0999 - Agriculture, Forestry and Fishing   286 

1000-1499 - Mining   702 

1500-1799 - Construction   1.061 

2000-3999 - Manufacturing   10.058 

4000-4999 - Transportation, Communications, Electric, Gas 

and Sanitary service   2.924 

5000-5199 - Wholesale Trade   1.224 

5200-5999 - Retail Trade   1.452 

7000-8999 - Services   4.183 

9100-9729 - Public Administration   0 

9900-9999 - Nonclassifiable     294 
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Table 4  

Sample Country Distribution   

Country Number of observations 

Australia 2.576 

Austria 211 

Belgium 358 

Switzerland 703 

Czech Republic 8 

Germany 1.733 

Denmark 371 

Spain 383 

Estonia 57 

Finland 646 

France 825 

United Kingdom of Great Britain and Northern Ireland 3.823 

Greece 276 

Hong Kong 713 

Croatia 20 

Hungary 39 

Indonesia 54 

Ireland 93 

Iceland 36 

Italy 479 

Japan 37 

The Republic of Korea 2 

Luxembourg 73 

Latvia 24 

Malaysia 3.247 

The Netherlands 416 

Norway 454 

New Zealand 341 

Poland 165 

Portugal 129 

Qatar 9 

Singapore 2.346 

Sweden 1.510 

United States of America 27 
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3.3 Variables 

Operationalization of variables used in this research is as follows. Dependent variable total 

payout will be measured as the total of cash dividends plus value of share repurchases divided 

by the net profit for the year. Dependent variable payout composition will be measured as the 

dividend value minus the value of share repurchases dividend by the total of the dividend value 

and the value of share repurchases, like Baker and De Ridder (2018) do in their study. This 

measure indicates the payout consist of full dividend if its value is 1 and full share repurchases 

if its value is -1. To be able to address differences in payout ratio and payout composition for 

MNCs and DCs, it is necessary to classify firms as either DC or MNC. To achieve this, one can 

consider what distinguishes a multinational firm. In this way, the remainder of firms can be 

classified as DC. In prior studies, several different definitions and criteria have been used to 

classify MNCs, including the foreign sales ratio (see for example: Chkir and Cosset, 2001). 

However, in this study I employ another definition to classify firms as either DC or MNC, based 

on their foreign exchange income. While foreign sales ratio seems to be the soundest option, 

the foreign exchange income measure does give an indication of the foreign activities of a firm. 

In addition, the foreign sales ratio is sometimes distorted by DCs focused on exports. The 

foreign exchange income measure partly overcomes this problem as all foreign exchange 

transactions are taken into account. This measure is also used in for example, the study of Chen 

et al. (1997) to classify firms as either DC or MNC. The classification will lead to a dummy 

variable taking either value 1 for MNCs or value 0 for DCs. The classification is as follows: a 

firm will be classified as MNC (dummy variable takes value 1) if the foreign exchange income 

divided by total assets ratio is positive or negative and a firm will be classified DC if foreign 

exchange income is zero (dummy variable takes value 0). In this way the sample will be split 

nearly perfect. MNCs having a high foreign exchange income will operate in a riskier business 

environment, reflecting the characteristics of MNCs well. Moreover, in this way the degree of 

multinationality is covered, as a higher degree of multinationality is associated with higher risk 

and in my study, expected to effect payout. The data on classification of firms as either common 

law or civil law is based on the firms’ headquarters location and is operationalized using a 

dummy variable taking value 0 for common law countries and value 1 for civil law countries. 

Ten year dummy variables which take value 1 in a certain year and value 0 in all others have 

been included for testing of hypothesis 3. The taxation variable represents the nominal tax rate. 

The variable representing the cash holdings is measured as cash divided by total assets. The 

control variable industry will be a dummy variable based on the firm’s digits of the Standard 
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Industry Classification (SIC) code. Leverage is measured as long-term debt divided by the 

firm’s equity. Firm size will be controlled for by measuring it as the total sales divided by totals 

assets of the firm in the corresponding year. Firm maturity or life cycle effect is measured as 

the firm’s total retained earnings divided by its total assets. Profit volatility is controlled for by 

taking the standard deviation of the earnings per share over a five-year period. Finally, the 

Small-Minus-Big variable controls for the small firm effect based on market capitalization of 

firms and the High-Minus-Low variable which controls for the difference in payout between 

value stocks and growth stocks, the difference in market-to-book ratio. These values are derived 

from the database of K. French. The values downloaded are global values representing the 

worldwide average but restricted to the developed world. This corresponds to the aim and 

sample of this study as I research only firms in countries in the developed world. Table 1 in the 

appendix shows a more detailed overview of the operationalization of the variables in the 

research. 

3.4 Method 

In this research I will use regression analysis, the ordinary least squares model to test the 

hypotheses. This will be a baseline model using simple equations found below. The 

determinants of total payout and payout composition will be tested in this method. This will 

result in coefficients and t-statistics per variable which will be reported in the corresponding 

tables in the next section. All variables except the dependent variables, the profit volatility 

control variable and the dummy variables will use lagged terms, which is justified by the fact 

that payout decisions are influenced by prior year results and financial structures. I will control 

for the financial crisis year by doing a Chow test. Definitions of the used variables can be found 

in Table 1 in the appendix and are written out in section 3.3. 

To test the first hypothesis the following regression formula, found in equation 1 will be used:  

𝑇𝑜𝑡𝑎𝑙 𝑝𝑎𝑦𝑜𝑢𝑡𝑖,𝑡 = ∝  + 𝛽1𝑀𝑢𝑙𝑡𝑖𝑛𝑎𝑡𝑖𝑜𝑛𝑎𝑙𝑖𝑡𝑦𝑖,𝑡 +  𝛽2𝑇𝑎𝑥𝑡𝑎𝑡𝑖𝑜𝑛𝑖,𝑡−1 + 𝛽3𝐶𝑎𝑠ℎ𝑖,𝑡−1 +

 𝛽4𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑖,𝑡 +  𝛽5𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒𝑖,𝑡−1 +  𝛽6𝑆𝑖𝑧𝑒𝑖,𝑡−1 + 𝛽7𝐹𝑖𝑟𝑚 𝑀𝑎𝑡𝑢𝑟𝑖𝑡𝑦𝑖,𝑡−1 +

                            𝛽8𝑃𝑟𝑜𝑓𝑖𝑡 𝑉𝑜𝑙𝑎𝑡𝑖𝑙𝑖𝑡𝑦 𝑖,𝑡 + 𝛽9𝑆𝑀𝐵𝑡−1 + 𝛽10𝐻𝑀𝐿𝑡−1 +  𝜎𝑖,𝑡                                        (1) 

In this model multinationality will be tested as a possible determinant of total payout along with 

independent variables taxation, cash holdings and a set of control variables. I will run a total of 

four regression using this model. In this first two regressions, the profit volatility variable will 

be excluded as this limits the sample size to five years, since this variable is computed as the 

standard deviation of the earnings per share over the past five years. The first regressions 
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contained the full data range, the second regression limited the sample to 2009-2016 to get more 

robust results in post-crisis years. The third regression included the profit volatility variable and 

limited the sample to 2011-2016. The final regression was run with the same specifications, but 

applied time-fixed effects to control for effects that were constant over time. 

To test the second hypothesis the same model as found in equation 1 will be used. However, 

independent variable total payout will be replaced with payout composition. Moreover, the 

same four aforementioned models as for testing determinants of total payout will be used for 

testing the determinants of payout composition, with the same specifications and sample ranges. 

The third hypothesis will be tested using the following regression formula, as found in equation 

2. Dummy variables for each year taking value 1 for that year and taking value 0 for any other 

year were included to test whether the payout composition decreased and to use time-fixed 

effects. One year dummy has been left out to avoid perfect multicollinearity. Please note that 

only control variable industry will be included in these regressions, as all other control variables 

are too stable within cross sections and can cause multicollinearity. This model will be used to 

test the effect of time on the payout composition. Again, I ran four regressions, first over the 

full sample period, the second one restricted the sample and year dummies to 2007-2011, the 

third regression restricted the sample period to 2012-2016. This is done to test for effects within 

the split sample period. The final regression replaced dependent variable payout composition 

in equation 2 with total payout. This regression will run over the full sample range. This is done 

to compare results from the regressions on payout composition to the effect on total payout of 

that year. 

𝑃𝑎𝑦𝑜𝑢𝑡 𝑐𝑜𝑚𝑝𝑜𝑠𝑖𝑡𝑖𝑜𝑛𝑖,𝑡 = ∝  + ∑ 𝛽 𝑌𝑒𝑎𝑟 𝑑𝑢𝑚𝑚𝑦𝑖,𝑡
9
1  +  𝛽10𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑖,𝑡 +  𝜎𝑖,𝑡     (2)                                                                                        

The fourth hypothesis will be tested using the following regression formulas found in equations 

3, 4 and 5.  

Hypothesis 4a: 

𝑂𝑟𝑖𝑔𝑖𝑛 𝑜𝑓 𝑙𝑎𝑤𝑖,𝑡 = ∝  + 𝛽1𝑀𝑢𝑙𝑡𝑖𝑛𝑎𝑡𝑖𝑜𝑛𝑎𝑙𝑖𝑡𝑦𝑖,𝑡 +  𝛽2𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑖,𝑡 +  𝛽3𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒𝑖,𝑡−1 +

 𝛽4𝑆𝑖𝑧𝑒𝑖,𝑡−1 + 𝛽5𝐹𝑖𝑟𝑚 𝑀𝑎𝑡𝑢𝑟𝑖𝑡𝑦𝑖,𝑡−1 + 𝛽6𝑃𝑟𝑜𝑓𝑖𝑡 𝑉𝑜𝑙𝑎𝑡𝑖𝑙𝑖𝑡𝑦 𝑖,𝑡 +

                                              𝛽7𝑆𝑀𝐵𝑡−1 + 𝛽8𝐻𝑀𝐿𝑡−1 +  𝜎𝑖,𝑡                                                       (3) 

This simple model will be used to test whether there is a possible relationship between 

multinationality and the origin of law. Furthermore, the set of control variables is included. 
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Hypothesis 4b: 

𝑇𝑜𝑡𝑎𝑙 𝑝𝑎𝑦𝑜𝑢𝑡𝑖,𝑡 = ∝  + 𝛽1𝑂𝑟𝑖𝑔𝑖𝑛 𝑜𝑓 𝐿𝑎𝑤𝑖,𝑡 +  𝛽2𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑖,𝑡 +  𝛽3𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒𝑖,𝑡−1 +

 𝛽4𝑆𝑖𝑧𝑒𝑖,𝑡−1 + 𝛽5𝐹𝑖𝑟𝑚 𝑀𝑎𝑡𝑢𝑟𝑖𝑡𝑦𝑖,𝑡−1 + 𝛽6𝑃𝑟𝑜𝑓𝑖𝑡 𝑉𝑜𝑙𝑎𝑡𝑖𝑙𝑖𝑡𝑦 𝑖,𝑡 +

                                                   𝛽7𝑆𝑀𝐵𝑡−1 + 𝛽8𝐻𝑀𝐿𝑡−1 +  𝜎𝑖,𝑡                                                  (4) 

In this model I will test if the origin of law can be a determinant of the total payout of firms. 

Again, control variables are included. 

Hypothesis 4c: 

𝑇𝑜𝑡𝑎𝑙 𝑝𝑎𝑦𝑜𝑢𝑡𝑖,𝑡 = ∝  + 𝛽1𝑀𝑢𝑙𝑡𝑖𝑛𝑎𝑡𝑖𝑜𝑛𝑎𝑙𝑖𝑡𝑦𝑖,𝑡 +  𝛽2𝑂𝑟𝑖𝑔𝑖𝑛 𝑜𝑓 𝐿𝑎𝑤𝑖,𝑡 +

  𝛽3𝑀𝑢𝑙𝑡𝑖𝑛𝑎𝑡𝑖𝑜𝑛𝑎𝑙𝑖𝑡𝑦𝑖,𝑡 ∗ 𝑂𝑟𝑖𝑔𝑖𝑛 𝑜𝑓 𝐿𝑎𝑤𝑖,𝑡 + 𝛽4𝐼𝑛𝑑𝑢𝑠𝑡𝑟𝑦𝑖,𝑡 +  𝛽5𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒𝑖,𝑡−1 +

 𝛽6𝑆𝑖𝑧𝑒𝑖,𝑡−1 + 𝛽7𝐹𝑖𝑟𝑚 𝑀𝑎𝑡𝑢𝑟𝑖𝑡𝑦𝑖,𝑡−1 +  𝛽8𝑃𝑟𝑜𝑓𝑖𝑡 𝑉𝑜𝑙𝑎𝑡𝑖𝑙𝑖𝑡𝑦 𝑖,𝑡 +

                                               𝛽9𝑆𝑀𝐵𝑡−1 + 𝛽10𝐻𝑀𝐿𝑡−1 +  𝜎𝑖,𝑡                                                    (5) 

Note that in equation 5, both origin of law and multinationality are present, as well as 

multinationality times origin of law for the moderating effect of the variable. This model will 

test multinationality combined with origin of law as possible determinants of total payout of 

firms and can be compared to the model in equation 1 to see whether the effect became stronger. 

All four regressions testing hypothesis 4 will include the profit volatility control variable and 

limit the sample size to years 2011-2016. Regressions 1, 2 and 3 will test equations 3, 4 and 5 

respectively. The final regression will test equation 5, but with time-fixed effects applied to 

control for factors stable over time. 

 

4. Results 

In this section I will present the results of the research and discuss practical implications and 

limitations of the study. The descriptive statistics will be discussed first, after which I will 

analyze the correlation matrix. The regressions analyses will follow. Finally, robustness tests, 

practical implications and limitations will be discussed. 

4.1 Descriptive statistics 

Tables 5 to 7 present a univariate analysis, the descriptive statistics. In Table 5 the statistics of 

the total sample can be found, while in Table 6 and 7 the statistics of the MNCs and DCs are 

presented respectively. It shows comparable values for both total payout and payout 

composition when looking at MNCs and DCs respectively. This result might be an indication 
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that in this sample, there is no significant difference in both total payout and payout composition 

between MNCs and DCs. Moreover, cash levels of MNCs and DCs don’t seem to differ, while 

leverage levels are slightly higher for MNCs, which is expected knowing that MNCs and DCs 

don’t seem to differ in their leverage levels (Park et al., 2013). MNCs seem to be in a slightly 

more mature life cycle stage compared to DCs. However, profit volatility is on average 

significantly higher for MNCs than for DCs. Interesting is the origin of law value, which shows 

an average value of 0.573 for MNCs and only 0.199 for DCs. This could indicate that DCs are 

related to common law countries, while MNCs are related to civil law countries. Please note 

that some maximum and minimum values for certain control variables do not differ between 

MNCs and DCs. This is a result of winsorizing the sample, in which extreme values are 

transformed. In this process, both MNCs and DCs showed some extreme minimum and 

maximum values. 
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Table 5              

Descriptive statistics: total sample 

  
Total 

payout 

Payout 

composition 
Multinationality 

Origin of 

law 
Taxtation Cash Industry Leverage Size 

 Firm 

Maturity 
Volatility SMB HML 

 Mean 0.556 0.864 0.553 0.406 0.213 0.118 4.109 0.339 1.018 0.248 0.884 0.386 -2.635 

 Median 0.469 1.000 1.000 0.000 0.204 0.085 3.000 0.176 0.915 0.229 0.173 -2.160 -3.590 

 Maximum 1.713 1.000 1.000 1.000 0.551 0.378 8.000 1.483 2.450 0.621 6.571 12.030 6.370 

 Minimum -0.109 -1.000 0.000 0.000 -0.025 0.009 0.000 0.000 0.199 -0.063 0.012 -7.730 -10.010 

 Std. Dev. 0.431 0.339 0.500 0.491 0.145 0.103 1.830 0.415 0.592 0.186 1.655 6.392 4.653 

              

Table 6              

Descriptive statistics: MNCs                         

  
Total 

payout 

Payout 

composition 
Multinationality 

Origin of 

law 
Taxtation Cash Industry Leverage Size 

Firm 

Maturity 
Volatility SMB HML 

 Mean 0.553 0.855 1.000 0.573 0.215 0.119 3.922 0.363 0.979 0.256 1.183 0.468 -2.723 

 Median 0.462 1.000 1.000 1.000 0.208 0.087 3.000 0.214 0.897 0.239 0.321 -2.160 -3.590 

 Maximum 1.712 1.000 1.000 1.000 0.551 0.378 8.000 1.484 2.450 0.621 6.571 12.030 6.370 

 Minimum -0.109 -1.000 1.000 0.000 -0.025 0.009 0.000 0.000 0.199 -0.063 0.012 -7.730 -10.010 

 Std. Dev. 0.431 0.000 0.000 0.495 0.145 0.101 1.750 0.418 0.548 0.187 1.864 6.291 4.733 

              

Table 7              

Descriptive statistics: DCs                         

  
Total 

payout 

Payout 

composition 
Multinationality 

Origin of 

law 
Taxtation Cash Industry Leverage Size 

Firm 

Maturity 
Volatility SMB HML 

 Mean 0.560 0.874 0.000 0.199 0.210 0.117 4.341 0.310 1.065 0.234 0.472 0.285 -2.527 

 Median 0.479 1.000 0.000 0.000 0.201 0.081 4.000 0.131 0.940 0.220 0.095 -2.160 -3.590 

 Maximum 1.713 1.000 0.000 1.000 0.551 0.378 8.000 1.484 2.450 0.621 6.571 12.030 6.370 

 Minimum -0.109 -1.000 0.000 0.000 -0.025 0.009 0.000 0.000 0.199 -0.063 0.012 -7.730 -10.010 

 Std. Dev. 0.430 0.325 0.000 0.399 0.145 0.106 1.900 0.410 0.639 0.185 1.200 6.514 4.551 
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4.2 Correlation 

In Table 8 the correlation matrix can be found. This paragraph will discuss striking correlations 

in this study. First, there is a negative correlation of -0.245 between total payout and payout 

composition, indicating that a higher total payout is related to a lower payout composition, so 

a higher substitution of dividend by share repurchases. Moreover, a positive correlation exists 

between multinationality and origin of law, with a value of 0.379, which could indicate that 

MNCs are related to civil law countries. Additionally, based on the correlation value of 0.215 

between multinationality and volatility, I expect MNCs to have more volatile earnings. Origin 

of law also shows a 0.114 correlation with leverage, indicating that firms in civil law countries 

are more levered. Furthermore, cash holdings show a negative correlation with leverage (-

0.316), which can be explained due to the lower agency costs of higher levered firms. It is 

interesting that cash holdings do not significantly correlate with multinationality as I would 

expect (Akhtar, 2018). Moreover, cash holdings are positively correlated with firm maturity, 

which is expected according to theory, which states that firms in a more mature life cycle stage 

will hold higher cash levels (Myers, 1984). For leverage, interesting correlations are the values 

of size (-0.222) and firm maturity (-0.415). Based on theory, one could except leverage levels 

will decline when firms reach certain life cycle stages (Myers, 1984). The negative correlation 

between firm size and leverage levels indicates in this sample, bigger firms are less levered. 

Finally, firm maturity seems to correlate well with earnings volatility (0.138), which is not what 

one could except from theory, as firms in a more mature life cycle stage often smoothen 

earnings (Leary and Michaely, 2011). No harmful multicollinearity is detected, and all values 

are within acceptable levels of correlation. 
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Table 8              

Correlation matrix                           

  

Total 

payout 

Payout 

composition 
Multinationality 

Origin of 

law 
Taxtation Cash Industry Leverage Size 

 Firm 

Maturity 
Volatility SMB HML 

Total payout 1.000             

Payout composition -0.245 1.000            

Multinationality -0.018 0.004 1.000           

Origin of law 0.045 -0.038 0.379 1.000          

Taxtation 0.084 0.021 0.029 0.077 1.000         

Cash -0.003 0.006 0.030 -0.073 0.016 1.000        

Industry 0.091 -0.040 -0.129 -0.071 -0.015 0.061 1.000       

Leverage 0.056 -0.058 0.042 0.114 -0.083 -0.316 0.007 1.000      

Size 0.081 -0.031 -0.099 0.066 0.046 0.058 0.181 -0.222 1.000     

 Firm Maturity -0.075 -0.001 0.060 0.015 0.049 0.209 -0.119 -0.415 -0.042 1.000    

Volatility -0.035 -0.035 0.215 0.069 0.030 -0.077 -0.117 0.050 -0.028 0.138 1.000   

SMB 0.024 0.011 0.039 0.035 -0.012 0.019 -0.012 0.024 -0.025 -0.002 -0.009 1.000  

HML -0.024 0.008 -0.036 -0.037 0.044 -0.017 0.007 -0.024 0.027 0.012 0.008 -0.380 1.000 
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4.3 Regression analysis 

This section will analyze the results of the regressions ran in this research. Multiple regressions 

for several hypothesis to test for determinants of total payout and payout composition, including 

multinationality and the origin of law effects. 

4.3.1 Multinationality effects 

Table 9 shows the regression analysis of the first equation, which measured the effect of 

multinationality on total payout. The profit volatility control variable was taken out for the first 

two regressions as this limited the sample to five years. On all regressions I found a negative 

insignificant explanatory power of multinationality with a coefficient of around -0.003. It is 

interesting that these results provide no support for the hypothesis that MNCs total payout is 

lower than DCs’ and thus based on this, I reject hypothesis 1. Based on these results, I can 

assume for this sample that payout for MNCs and DCs is not notably different. This could imply 

that the likeliness of support for the substitute model of La Porta (2000) is improved. The 

substitute model considers firms dealing with more agency issues (in this case MNCs) use the 

payout of dividend to maintain a reputation as a proper investment and firm that treats 

shareholders well. My results are inconsistent with the results of Akhtar (2018), who finds that 

in Australia, MNCs’ payout is lower than DCs’ payout. The statistical significance of the 

explanatory variable did not differ between sample periods. Additionally, taxation plays an 

important role in payout levels explanation, as across all regressions, this variable shows a 

positive coefficient at the 1% significance level. This indicates payout levels are rising as tax 

rates increase. The cash variable shows a positive significant value as well, explaining total 

payout levels. This is in line with theory and especially agency theory, as firms with high cash 

holdings under management control tend to mitigate agency problems by paying out more 

(DeAngelo et al, 2009). Moreover, it should be noted that leverage explains total payout as well 

(t = 5.648). This is as predicted, but the sign would be expected to be different, according to 

theory, which states that higher levered firms commonly pay less dividends (Akhtar, 2018). 

Finally, it is interesting that the results provide no support for firm maturity having a relation 

on total payout. This is not in line with expectations of the life cycle, as this would predict firms 

in a more mature life cycle stage paying higher dividends as they are seen as value stocks 

paying, while firms in younger life cycle stages are seen as growth stocks, paying lower 

dividends (La Porta et al., 2000) 
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Table 9        
Regression results: Total payout determinants         

  [1]   [2]   [3]   [4] 

 2007-2016  2009-2016 
 

2011-2016 
 

2011-2016 

 Total payout  Total payout 
 

Total payout 
 

Total payout 

Intercept 0.373***  0.378***  0.407***  0.417*** 
 (26.434)  (25.308)  (18.885)  (18.854) 

Multinationality -0.002  -0.003  -0.002  -0.003 
 (-0.321)  (-0.555)  (-0.189)  (-0.366) 

Taxation 0.151***  0.143***  0.111***  0.108*** 
 (6.577)  (5.977)  (3.232)  (3.146) 

Cash 0.213***  0.223***  0.178***  0.175*** 
 (6.416)  (6.390)  (3.593)  (3.532) 

Industry 0.019***  0.018***  0.017***  0.017*** 
 (10.511)  (9.506)  (6.292)  (6.313) 

Leverage 0.052***  0.056***  0.078***  0.077*** 
 (5.905)  (5.944)  (5.751)  (5.648) 

Size 0.042***  0.044***  0.061***  0.062*** 
 (7,398)  (7.413)  (7.434)  (7.503) 

Firm Maturity -0.016  -0.022  -0.034  -0.035 
 (-0.839)  (-1.106)  (-1.195)  (-1.231) 

Volatility    
 -0.006**  -0.006** 

    
 (-2.139)  (-2.035) 

SMB -0.000  -0.001*  -0.001*  0.001 

 (-0,994)  (-2.005)  (-1.538)  (0.357) 

HML 0.001  0.000  0.001  0.006* 

 (0.953)  (0.305)  (1.414)  (1.912) 

Time-fixed effects No  No  No  Yes 

Number of obs. 17618  15633  8563  8563 

Adjusted R-squared 0.017   0.018   0.020   0.022 

For each variable, the first reported value is the estimated coefficient. Below this value, I 

reported the corresponding t-statistics of the estimation. Signs *, ** and *** indicate a statistical 

significance at a 10%, 5% and 1% level respectively.  Please note that the first and second 

regression did not include the profit volatility control variable as this limits the sample to years 

2011-2016. The second regressions sample range was 2009-2016. Regression 3 included the 

volatility control variable and regression 4 included time-fixed effects. 
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In Table 10 the regression analysis of the effect of multinationality on payout composition is 

presented. The first two regressions and estimations provide weak support for the hypothesis 

that multinationality can explain payout composition, as multinationality shows a significant 

estimated coefficient of around -0.010 indicating MNCs have marginally lower payout 

compositions than DCs, which implies that MNCs tend to issue share repurchases as a substitute 

for dividend earlier than DCs.  However, when including the profit volatility control variable, 

the estimated coefficient for multinationality is not significant anymore. This indicates that 

when controlling for profit volatility, I don’t provide any support for hypothesis 2 and no 

evidence that payout composition could differ between MNCs and DCs. The profit volatility 

coefficient also is significant and thus explains payout. Theory would predict MNCs payout 

through substituting share repurchases for dividends earlier than DCs, mainly due to transaction 

costs. Based on this sample and output, no support is found for that theory (Ferreira et al., 2010).  

However, it should be noted that taxation and cash levels explain payout composition based on 

these results. Taxation shows a positive significant relationship with payout composition, which 

indicates higher levels of taxation are associated with more substitution of dividend by share 

repurchases. This is in line with theory, as paying dividend is prone to taxation, while share 

repurchases have tax benefits (Barclay and Smith, 1988). Moreover, strong taxation is a strong 

deterrent to paying dividends (La Porta et al., 2000). It is interesting that cash shows a strong 

significant and negative relationship with payout composition, which would indicate that higher 

levels of cash holdings are associated with relatively more use of share repurchases compared 

to dividend payout. This could provide evidence for firms with a lot of cash seeking a flexible 

way to pay out excess cash to shareholders. Ferreira et al. (2010) in their study, find that 

investors prefer less dividends when cash holdings (agency problems) are higher. Moreover, I 

find that firm size and firm maturity are both significantly negatively related to payout 

composition across all regressions, which indicates that when firms start to reach a certain life 

cycle, they prefer paying out with share repurchases more, rather than paying just dividends. 

Leverage also negatively explains payout composition, which indicates that higher-levered 

firms will pay out using share repurchases more than their lower-levered counterparts. 
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Table 10        
Regression results: Payout composition determinants       

  [1]   [2]   [3]   [4] 
 2007-2016  2009-2016 

 
2011-2016 

 
2011-2016 

 
Payout 

composition 
 

Payout 

composition  

Payout 

composition  

Payout 

composition 

Intercept 0.963***  0.963***  0.965***  0.965*** 
 (91.280)  (90.881)  (62.892)  (61.177) 

Multinationality -0.015***  -0.010**  0.005  0.005 
 (-3.072)  (-1.984)  (0.745)  (0.734) 

Taxation 0.058***  0.060***  0.063**  0.061** 
 (3.402)  (3.518)  (2.571)  (2.501) 

Cash -0.144***  -0.120***  -0.084**  -0.083** 
 (-5.811)  (-4.814)  (-2.375)  (-2.350) 

Industry -0.007***  -0.007***  -0.006***  -0.007*** 
 (-5.165)  (-5.165)  (-3.536)  (-3.556) 

Leverage -0.058***  -0.052***  -0.062***  -0.063*** 
 (-8.615)  (-7.647)  (-6.452)  (-6.476) 

Size -0.011**  -0.009**  -0.019***  -0.018*** 
 (-2.547)  (-2.021)  (-3.160)  (-3.194) 

Firm Maturity -0.059***  -0.062***  -0.068***  -0.068*** 
 (-4.211)  (-4.351)  (-3.375)  (-3.382) 

Volatility    
 -0.006***  -0.006*** 

    
 (-3.008)  (-2.999) 

SMB 0.003***  -0.000  -0.000  0.004* 

 (7.473)  (-0.125)  (-0.206)  (1.908) 

HML 0.002***  -0.000  -0.000  -0.000 

 (3.267)  (-0.604)  (-0.076)  (-0.116) 

Time-fixed effects No  No  No  Yes 

Number of obs. 17600  156016  8554  8554 

Adjusted R-squared 0.011   0.007   0.009   0.008 

For each variable, the first reported value is the estimated coefficient. Below this value, I 

reported the corresponding t-statistics of the estimation. Signs *, ** and *** indicate a statistical 

significance at a 10%, 5% and 1% level respectively.  Please note that the first and second 

regression did not include the profit volatility control variable as this limits the sample to years 

2011-2016. The second regression’s sample range was 2009-2016. Regression 3 included the 

volatility control variable and regression 4 included time-fixed effects. 
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4.3.2 Payout composition over time 

To be able to determine whether payout composition decreased over the sample period I ran 

three regressions using year dummies for time-fixed effects, excluding the control variables 

except for industry, as these values are too stable within cross-sections, causing perfect 

multicollinearity. The results on the regressions on the effect of time on payout composition 

and total payout can be found in Table 11. The first regression consisted of the full sample 

range. The second and third regression restricted the sample and corresponding dummy 

variables to 2007-2011 and 2012-2016 respectively. The fourth regression measured the year 

effect on total payout over the full sample range. This is done to compare the results of the year 

effect on payout composition to see whether a possible drop in payout composition is caused 

by a drop in dividend levels or by substitution of dividends with share repurchases. 

Results from the first regression show that only in 2007 and 2008, payout composition was 

significantly lower. For 2007, a coefficient of -0.089, statistically significant at the 1% level is 

estimated, which indicate payout composition is marginally lower than in other years. For 2008, 

which is the crisis year, payout composition reflects the crisis characteristics well, as the dummy 

variable shows a statistically significant value at the 1% level of -0.118, indicating payout 

composition is significantly lower in this year. This is interesting as this indicates dividend 

payouts declined heavily in 2008, attributable to the financial crisis. However, according to 

these results, share repurchases did decline less than dividend payouts, as the payout 

composition is significantly lower. From this result I cannot assume share repurchases were a 

substitution for dividends, as in the output of the fourth regression it is shown that during the 

crisis years, total payout was lower as well. I assume dividends were cut, but share repurchases 

continued, causing the payout composition to drop. In all other years, no significant change in 

payout composition is measured. The results in the second regression show a significant drop 

in payout composition in 2007 and 2008 again. In the following two years a marginal increase 

at the 1% significance level is observed again. The third regression does not show any 

significant change in payout composition over the years. Looking at the fourth regression, total 

payout dropped significantly in years 2007-2012. This can be attributed to the crisis and post-

crisis time period, in which firms cut dividend. In the years from 2013 and on, no significant 

difference in payout levels is observed. Concluding, I find no evidence for the payout 

composition decreasing over the sample period, as drops in payout composition are not 

attributable to share repurchases substituting dividends. Therefore, no evidence supporting 

hypothesis 3 is found.  
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Table 11         
Regression results: Payout composition over time 

  [1]   [2]   [3]   [4] 

 2007-2016  2007-2011 
 

2012-2016 
 

2007-2016 

 
Payout 

composition 
 

Payout 

composition  

Payout 

composition  

Total  

Payout 

Intercept 0.914***  0.899***  0.912***  0.498*** 
 (98.479)  (84.421)  (113.957)  (42.048) 

Dummy 2007 -0.089***  -0.072***    -0.035*** 
 (-8.767)  (-6.981)    (-2.742) 

Dummy 2008 -0.118***  -0.101***    -0.048*** 
 (-11.383)  (-6.981)    (-3.664) 

Dummy 2009 0.015  0.032***    -0.061*** 
 (1.458)  (2.946)    (-4.485) 

Dummy2010 0.018*  0.035***    -0.056*** 
 (1.727)  (3.217)    (-4.181) 

Dummy 2011 -0.017      -0.056*** 
 (-1.562)      (-4.074) 

Dummy 2012 0.002    0.002  -0.031** 
 (0.194)    (0.212)  (-2.263) 

Dummy 2013 -0.002    -0.002  0.001 
 (-0.158)    (-0.171)  (0.058) 

Dummy 2014 -0.010    -0.010  0.012 

 (-0.938)    (-1.022)  (1.189) 

Dummy 2015 -0.004    -0.004  0.011 

 (-0.403)    (-0.439)  (0.834) 

Industry -0.007***  -0.007***  -0.006***  0.021*** 
 (-5.318)  (-3.808)  (-3.745)  (13.210) 

Time-fixed effects Yes  Yes  Yes  Yes 

Number of obs. 22161  11658  10503  22182 

Adjusted R-squared 0.019   0.024   0.001   0.012 

For each variable, the first reported value is the estimated coefficient. Below this value, I 

reported the corresponding t-statistics of the estimation. Signs *, ** and *** indicate a statistical 

significance at a 10%, 5% and 1% level respectively.  Please note that all control variables 

except the industry variable have been left out in this regression, as most of these values are too 

stable across cross-sections, causing perfect multicollinearity. The first regression consisted of 

the full sample range, the second regression restricted the sample to years 2007-2011 and the 

third regression restricted the sample to 2012-2016. The fourth regression measured the year 

effect on total payout over the full sample range. All regressions used time-fixed effects as I 

included year dummies. 
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4.3.3 Origin of law and payout 

The last set of regressions tested whether multinationality and origin of law are associated and 

whether origin of law is a possible determinant of payout. The results of the testing of 

hypothesis 4 are presented in Table 12. Regression 1 tested hypothesis 4a, whether 

multinationality and origin of law are related. The second regression tested hypothesis 4b, the 

effect of origin of law on the total payout of firms. Finally, regressions 3 and 4 tested hypothesis 

4c in which the moderating effect of origin of law on the relationship between multinationality 

and total payout was measured. Results from the first regression show a positive coefficient of 

0.286 at the 1% significance level for the multinationality variable, indicating that 

multinationality is, as expected, related to origin of law, which implies MNCs tend to be active 

in civil law countries and DCs tend to settle in common law countries. This provides evidence 

for hypothesis 4a. It should be noted that the intercept coefficient of this regression is not 

statistically significant. However, the other estimators are not all zero, so there is no reason to 

assume the constant is zero or to doubt the regression estimates. Additionally, from this 

regression we can learn that the origin of law is explained by leverage levels as well. The 

positive significant coefficient (0.123) of this variable indicates civil law countries are 

associated with higher levered firms than common law countries. This is interesting as civil law 

countries are associated with poorer investor protection (La Porta et al., 1998). Moreover, profit 

volatility shows an estimated, significant at the 1% level, coefficient of 0.133, which indicates 

earnings volatility is higher in civil law countries than in common law countries.  

The results of the second regression show evidence for a possible relationship between origin 

of law and total payout, as origin of law has a significant coefficient of 0.063. This implies total 

payout is slightly lower in common law countries than it is in civil law countries. This 

contradicts my expected relationship that payout will be lower in civil law countries due to 

worse shareholder protection and the higher presence of non-paying MNCs. This contradicting 

relationship could be explained by the fact that countries inheriting the French civil law tradition 

have mandatory dividends (La Porta et al., 1998), as well as by the substitute model by La Porta 

et al. (2000), which states that firms in countries with worse shareholder protection substitute 

law regulated protection by paying dividend without being forced to, to keep up a reputation as 

worthy investment opportunity to investors. La Porta et al. (2000) find no evidence for this 

model. According to my results, marginal support for the theory can be derived. 

Regression 3 and 4 represent the output of the regression on hypothesis 4c. The results show 

that when including the origin of law factor, I do find a possible relationship between 
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multinationality and total payout, as the estimated coefficient is -0.026 and significant at the 

5% level. This implies MNCs payout is slightly lower than DC’s payout. Additionally, the 

origin of law variable again shows a value of 0.049 at a 1% significance level, indicating payout 

in common law countries is slightly lower than payout in civil law countries. The interaction 

effect of both multinationality and the origin of law factor provides no significant results. All 

in all, I conclude multinationality does not affect payout levels, while payout actually differs 

slightly between common and civil law countries. I therefore find weak evidence for hypothesis 

4b, while for hypothesis 4c no evidence is found for a moderating effect.
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Table 12        
Regression results: Origin of law and total 

payout      
  [1]   [2]   [3]   [4] 

 2011-2016   2011-2016   2011-2016   2011-2016 

 
Origin of 

law 
  

Total 

payout   

Total 

payout   

Total 

payout 

Intercept -0.024  0.439***  0.454***  0.463*** 
 (-1.340)  (23.630)  (22.906)  (22.600) 

Multinationality 0.286***  
  -0.026**  -0.027** 

 (32.502)  
  (-2.112)  (-2.225) 

Origin of law   0.063***  0.052***  0.049** 
   (5.589)  (2.626)  (2.467) 

Multinationality* origin of law    
 0.025  0.026 

    
 (1.116)  (1.164) 

Industry -0.002  0.018***  0.018***  0.018*** 
 (-0.902)  (6.816)  (6.677)  (6.691) 

Leverage 0.123***  0.055  0.054***  0.053*** 
 (10.348)  (4.144)  (4.082)  (4.023) 

Size 0.105***  0.057***  0.054***  0.055*** 
 (14.046)  (6.836)  (6.509)  (6.600) 

Firm Maturity -0.055**  -0.020  -0.018  -0.020 
 (-2.153)  (-0.696)  (-0.653)  (-0.700) 

Volatility 0.133***  -0.016***  -0.016***  -0.016*** 
 (49.976)  (-4.877)  (-4.869)  (-4.680) 

SMB -0.000  -0.001  -0.001  0.001 

 (-0.488)  (-1.526)  (-1.568)  (0.284) 

HML -0.002***  0.002*  0.002*  0.006* 

 (-2.594)  (1.681)  (1.653)  (1.928) 

Time-fixed effects No  No  No  Yes 

Number of obs. 8565  8563  8563  8563 

Adjusted R-squared 0.361   0.021   0.022   0.023 

For each variable, the first reported value is the estimated coefficient. Below this value, I 

reported the corresponding t-statistics of the estimation. Signs *, ** and *** indicate a statistical 

significance at a 10%, 5% and 1% level respectively. The first regression represents the 

outcome of the testing of hypothesis 4a, the second regression of hypothesis 4b and regressions 

3 and 4 tested hypothesis 4c without and with time-fixed effects respectively.  
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4.4 Robustness tests 

In order to get robust results, I applied multiple regressions. I restricted the sample size a few 

times to assure crisis year 2008 was not interrupting or giving misleading results. Moreover, I 

conducted a Chow test to test for a structural break in the data in the year 2008 and found that 

for total payout, there is a structural break at a five percent significance level, which indicates 

the total payout data shows a significant difference and inexplicable drop in the data compared 

to other years. Finally, as an extended univariate time series analysis, I performed unit-root tests 

to test whether the data is stationary. All variables tested rejected the null hypothesis of a unit 

root in the data, thus I assume the data is stationary. 

4.5 Limitations and practical implications  

In this study several drawbacks came up which can be classified as limitations of the research. 

This includes the definition of multinationality as this is based on the foreign exchange income 

of firms. However, as firms doing business in multiple countries or simply exporting their goods 

will likely have foreign exchange income as well, this definition is not fully reliable. Moreover, 

as Compustat only provides data in local currencies, all variables have been scaled which is a 

limitation of this study. Controlling for firm value (Tobin’s Q) could have added to this study 

as well. Regarding the control variables for market-to-book and size effects, HML and SMB, a 

limitation is related to the absence of the different values per country. For this study I chose not 

to include this but stick to the global developed world average. For better and more robust 

controlling for these effects that could explain payout, values that are representative for a certain 

country would have improved the quality of the study. Moreover, the data sample range could 

have been more extensive, especially since the crisis year 2008 distorts the range of ten reliable 

data years. Finally, the lack of data of multiple payout measures limited this study compared to 

prior research, i.e. Akhtar (2018). Nevertheless, this study gives an indication of the effect of 

multinationality and the origin of law on total payout and payout composition. 

Practical implications for management of the results found in this research are mainly related 

to the explanation of payout and how this is related to cash holdings, taxation, agency problems 

and risk. Management in firms could use this study to critically assess their payout and how 

this relates to ownership, cash holdings and agency costs. For owners of firms, this study gives 

an insight of why multinational firms pay less dividends or why share repurchases substitute 

regular dividends and what firms they should invest in. For individual investors this study could 

give an incentive to watch payout in the firms they invest in and watch funds under 
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managements control. For investors, knowing the effect of the origin of law on payout for the 

firms they invest in is also relevant, as they can consider investing in common law country 

firms, as shareholder protection is commonly better. This study did not support this view but 

might still let investors critically assess the quality of their investment portfolio. 

 

5. Conclusion 

This paper aimed at finding explanatory factors for differences in total payout and payout 

composition between MNCs and DCs, in which multinationality and origin of law were the 

main explanatory factors to be researched and to a lesser extent, taxation and cash holdings 

influences. It has been demonstrated that various factors can affect payout in a more 

internationally diversified and riskier business, as well as in different countries with different 

levels of investor protection and agency problems. Multinationality plays a weak role in 

explaining payout levels. Predominantly, I provided evidence that on a worldwide sample, 

MNCs total payout is slightly lower than DCs payout, when taking into account law tradition 

characteristics. This is in line with theory from La Porta et al. (2000), stating that payout in 

countries with better shareholder protection typically is higher. Additionally, my results showed 

that taxation levels affect payout decisions as well and cash holdings are related to payout 

levels, which can be linked to agency theory. Furthermore, as dividend payout comes with 

transaction costs and given that MNCs tend to be owned by foreign institutional investors, while 

DCs tend to be owned by domestic individual investors, I hypothesized that payout composition 

would be lower for MNCs, indicating MNCs, compared to DCs, use share repurchases more as 

a substitution for dividends. The results provided no evidence for this when controlling for 

important determinants. I conclude payout composition does not significantly differ between 

MNCs and DCs. However, I find that as firms reach more mature life cycle stages, payout 

composition decreases and strong effects of taxation of payout composition are observed. Apart 

from the effect of multinationality on payout composition, I tested whether payout composition 

decreased over time, as prior studies found firms dividend payouts are decreasing and share 

repurchases have become a substitute for regular dividend. My results provided no evidence for 

a structural decline of payout composition over the sample period in this study. Effects of the 

financial crisis are visible, but are probably attributable to a decline in dividend levels during 

the crisis period. Finally, theory would predict that firms in common law countries would have 

higher payout levels compared to firms in civil law countries, mainly due to the better investor 

protection in common law countries. Moreover, I hypothesized that multinationality and origin 
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of law of firms are related. My findings provided support for the relation between 

multinationality and origin of law, which indicates MNCs tend to settle in civil law countries, 

while DCs tend to be active in common law countries. However, I found no evidence that total 

payout is lower in civil law countries than in common law countries. Contrary, I find evidence 

that payout levels are actually slightly higher in civil law countries. This can be explained by 

the substitution model of La Porta et al. (2000). My findings don’t support theories that better 

shareholder protection in common law countries lead to higher payout levels, as proposed in 

the outcome model of La Porta et al. (2000). Additionally, I found no moderating effect of 

origin of law combined with the multinationality effect. All in all, my results suggest that firms’ 

payout is not explained by differences in multinationality while the influence of the country’s 

legal origin of a firm suggests a possible relationship.  

Future research should focus on the relationship between multinationality and payout on a 

worldwide scope as well, taking into account more and different measures of payout and a better 

proxy for multinationality. Moreover, future studies could pay more attention to the relationship 

between a country’s legal origin and payout levels, related to agency problems and investor 

protection, as there is still not one conclusive theory and the puzzle still is not solved. 
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Appendix 

 

Table 1 

Operationalization of variables. 

Variable Measured as 

Total payout 
𝑇𝑜𝑡𝑎𝑙 𝑝𝑎𝑦𝑜𝑢𝑡 =

𝐶𝑎𝑠ℎ 𝑑𝑖𝑣𝑖𝑑𝑒𝑛𝑑𝑠

𝑁𝑒𝑡 𝑝𝑟𝑜𝑓𝑖𝑡
+  

𝐵𝑢𝑦𝑏𝑎𝑐𝑘 𝑣𝑎𝑙𝑢𝑒

𝑁𝑒𝑡 𝑝𝑟𝑜𝑓𝑖𝑡
 

Payout 

composition 
𝑃𝑎𝑦𝑜𝑢𝑡 𝑐𝑜𝑚𝑝𝑜𝑠𝑖𝑡𝑖𝑜𝑛 =

𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑 𝑣𝑎𝑙𝑢𝑒 − 𝑏𝑢𝑦𝑏𝑎𝑐𝑘 𝑣𝑎𝑙𝑢𝑒

𝐷𝑖𝑣𝑖𝑑𝑒𝑛𝑑 𝑣𝑎𝑙𝑢𝑒 + 𝑏𝑢𝑦𝑏𝑎𝑐𝑘 𝑣𝑎𝑙𝑢𝑒
 

Multinationality Dummy variable (0 or 1) based on value of  
| 𝐹𝑜𝑟𝑒𝑖𝑔𝑛 𝑒𝑥𝑐ℎ𝑎𝑛𝑔𝑒 𝑖𝑛𝑐𝑜𝑚𝑒 |

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
1 

Origin of law Dummy variable (0 or 1) based on respectively common or civil law 

Taxation 
𝑁𝑜𝑚𝑖𝑛𝑎𝑙 𝑡𝑎𝑥 𝑟𝑎𝑡𝑒 =  

𝑇𝑎𝑥 𝑟𝑎𝑡𝑒

𝑃𝑟𝑜𝑓𝑖𝑡 𝑏𝑒𝑓𝑜𝑟𝑒 𝑡𝑎𝑥𝑒𝑠
 

Year dummies Ten dummies taking value 1 in a certain year and value 0 in all others 

Cash 
𝐶𝑎𝑠ℎ =  

𝐶𝑎𝑠ℎ

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 

Industry Industry dummy (0-8) based on the Standard Industry Classification 

Code (SIC) digits 

Leverage 
𝐿𝑒𝑣𝑒𝑟𝑎𝑔𝑒 =  

𝐿𝑜𝑛𝑔 𝑡𝑒𝑟𝑚 𝑑𝑒𝑏𝑡

𝐸𝑞𝑢𝑖𝑡𝑦
 

Size 
𝐹𝑖𝑟𝑚 𝑠𝑖𝑧𝑒 =  

𝑇𝑜𝑡𝑎𝑙 𝑠𝑎𝑙𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 

Firm Maturity 
𝐹𝑖𝑟𝑚 𝑚𝑎𝑡𝑢𝑟𝑖𝑡𝑦 =  

𝑅𝑒𝑡𝑎𝑖𝑛𝑒𝑑 𝑒𝑎𝑟𝑛𝑖𝑛𝑔𝑠

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
 

Profit volatility 𝑃𝑟𝑜𝑓𝑖𝑡 𝑣𝑜𝑙𝑎𝑡𝑖𝑙𝑖𝑡𝑦 = 𝜎(𝐸𝑎𝑟𝑛𝑖𝑛𝑔𝑠 𝑝𝑒𝑟 𝑠ℎ𝑎𝑟𝑒 𝑜𝑣𝑒𝑟 5 𝑦𝑒𝑎𝑟𝑠) 

SMB Average yearly global value of the developed world (K. French) 

HML Average yearly global value of the developed world (K. French) 

 

 

                                                 
1 If a firm would be classified MNC in sample year one and DC in sample year two, the firm will be classified 

according to the classification it has in at least five years within the ten-year sample period. If the number of MNC 

and DC classifications for a firm are equal, the firm will be classified MNC, as international activity is prevalent.  


