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Abstract 

This paper examines the effect of corporate governance quality on firms’ payout policy. We 

analyze a global sample of 3,904 firms (25,773 firm-year observations) over the period 2002-

2016. I find that corporate governance quality is positively related to payout ratios, consistent 

with the perspective of the free cash flow hypothesis (Jensen, 1986) and the outcome dividend 

model (LLSV, 2000). Moreover, consistent with findings of Mitton (2004) the positive 

relationship between firm’s corporate governance and dividend payout mainly holds for 

countries with strong shareholder or creditor protection, suggesting that firm-level corporate 

governance and country-level protection rights are complements rather than substitutes. This 

study also shows that firms with high corporate governance quality are less likely to disburse 

cash to their shareholders when controlling for country-level shareholder rights. Furthermore, 

this study contributes to the existing literature by investigating share repurchases and finds that 

well governed firms distribute less cash through share repurchases and total payout when they 

experience high growth opportunities. Moreover, the results suggest that countries that 

experience stronger shareholder and creditor rights reduce the positive impact that corporate 

governance quality has on share repurchases and total payout.   
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1. Introduction 

Brav et al. (2005) describe in their paper “Payout policy in the 21st century” that managers favor 

the use of share repurchases over dividends. For U.S. industrial companies share repurchases 

were more than twice as large as dividends by 2007. Moreover, recent studies over the last 20 

years report that share repurchases are increasingly used and even have become the dominant 

payout method (Fama and French, 2001; Von Eije and Megginson, 2008; Bonaimé et al., 2016). 

According to Floyd et al. (2015), industrial companies use share repurchases to supplement 

dividends, indicating the staying power of dividends, while share repurchases take an increasing 

share from total payout. Moreover, Brav et al. (2005) discuss that one of the main reasons for 

the increase in share repurchases is the flexibility of share repurchases compared to dividends. 

Share repurchases are used temporarily in times with more volatile cash flows, while dividends 

are paid regularly by firms with stable cash flows. Furthermore, managers are reluctant to cut 

dividends, because the share price decreases by an average of 6% on the three days after 

announcement of the dividend cut. In contrast to dividend payments, share repurchase plans are 

sometimes not completed with no effect on the share price, suggesting less commitment and 

risk than dividend payouts (Jagannathan et al., 2000). Moreover, share repurchases are used as 

a means of increasing earnings per share (EPS) or stock valuation. The different utilities of 

dividends and share repurchases enable managers to show investors the strength of their 

commitment to continuing payouts more clearly (DeAngelo et al., 2009).  

Recently, share repurchases have been subjected to heavy scrutiny and criticism since it turns 

modest economic growth into a higher increase in earnings per share. The practice of share 

repurchases is tightly linked to share prices. In the case of Apple, the company started buying 

back shares since 2012, which is about 17% of its almost $900bn market valuation. The number 

of shares fell with the same amount of 17%, while Apple bought its shares for half today’s 
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price1 (Financial Times, January 2018). Both corporate performance and executive 

compensation are linked to EPS and the firm’s share price. Share repurchases are an easy way 

to increase share prices, and consequently executive compensation and returns to short-term 

investors. However, it is questionable if the increase in share prices is artificially made by 

extracting value rather than creating value for organizations and society (Forbes, 2014).  

The changing corporate payout policy or behavior can be studied from the perspective of 

corporate governance. Easterbrook (1984) and  Jensen (1986) argue that mitigating the amount 

of firms’ cash holdings by dividend payments alleviate agency conflicts and discipline 

management. The payout policy, therefore, is centered around the idea of mitigating the 

incentive incompatibility problem in the principal-agent relation. Entrenched managers may 

show behavioral biases such as over-confidence or sub-optimal investment behavior (DeAngelo 

et al., 2009). For example, entrenched managers may derive utility from controlling the firm by 

undertaking new projects that may have negative Net Present Value (NPV) but increase their 

boundaries which is referred to as empire building (Hu and Kumar, 2004). Corporate 

governance forces entrenched managers to pay higher dividends and thus has a monitoring role 

in mitigating agency costs of free cash flow (Bhabra and Luu, 2015). Firms’ corporate 

governance quality therefore may explain the dividends-repurchases tradeoff. Vast amount of 

research has been dedicated to the dividend policy, while evidence shows that share repurchases 

for US industrial companies have surged from 45% in 2002 to 67% in 2007 (Floyd et al., 2015), 

but relatively little research has been published about the payout policy of firms. 

Growth opportunities have an effect on payout. Firms with high growth opportunities choose 

to reinvest the free cash flow rather than paying high dividends, consistent with the findings of 

a negative relationship between fast growth firms and dividend payouts (Rozeff, 1982; Smith 

                                                 
1 On August 2, 2018 Apple became the first $1 trillion publicly listed U.S. company (Forbes, 2018). 
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and Watts, 1992; LLSV, 2000). When growth opportunities are low and countries have strong 

protection rights, investors use their legal powers to extract dividends from firms. Therefore, 

reinvesting cash holdings is more likely when shareholders feel protected and the firm has good 

growth opportunities, since shareholders prefer to wait until the investments payoff is higher. 

Consequently, high growth opportunities and strong shareholder protection result in lower 

dividend payouts (LLSV, 2000).  

Country-level corporate governance refers to both protection of shareholder rights and creditor 

rights (LLSV, 1998). Dividend payments reduce agency costs of FCF, and therefore protect 

investors from management expropriation, suggesting a positive relationship between the 

corporate governance quality and dividend policy moderated by the growth opportunities 

(Adjaoud and Ben-Amar, 2010). Creditor rights are established to maintain the balance of 

power between equity and debt claimants. Weaker creditor rights pressure debtors to demand 

for a more restrictive payout policy by the firm and managers agree to this to minimize the cost 

of debt (Brockman and Unlu, 2009). This suggests that in countries where bank finance is a 

more important source of finance compared to equity finance, creditor rights may be stronger 

than shareholder rights and hence lower dividend pay. 

In line with the above, this research will focus on the relationship between firms’ corporate 

governance quality and payout policy. Furthermore, we analyze the effect of firms’ growth 

opportunities and country-level shareholder and creditor protection on this relationship between 

firms’ corporate governance quality and payout policy. 

The main research question therefore is:   

How does the corporate governance quality of firms influence payout policies and how is this 

relationship influenced by firms’ growth opportunities and country-level protection of 

investors’ rights? 
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To be able to investigate the aforementioned relationships, this research is based on a dataset 

that consists of 3,904 firms with corporate governance scores from 37 countries over the period 

2002-2016. Furthermore, statistical analysis using both logistic and OLS regressions with 

standard errors corrected for clustering at firm- and country-level are executed. This research 

investigates firms’ payout policy by analyzing both the probability of disbursing cash to the 

shareholders and the amount that is paid with dividends, share repurchases and the total payout. 

First, we test the probability of paying dividends, share repurchases or both by using logit 

specifications. I find that firms with better corporate governance quality are less likely to 

disburse cash to their shareholders when controlling for firms’ growth opportunities and 

countries’ protection rights. Second, I confirm the positive relationship between corporate 

governance quality and dividend payout, when controlling for  protection rights. Moreover, 

higher corporate governance quality is related to higher share repurchases and total payout. 

Furthermore, well governed firms experiencing high growth opportunities have lower share 

repurchases and total payout. I argue that well governed firms with high growth opportunities 

are better able to deal with excess cash than well governed firms without growth opportunities. 

At last, I claim that well governed firms in countries with strong protection rights are pressured 

to reduce share repurchases and total payout by their shareholders and creditors.  

This study contributes to literature in various ways. Several papers focus on a company’s payout 

policy by only referring to dividend payouts. However, the use of share repurchases 

experienced a surge, and this is not reflected by the existing corporate finance literature. 

Moreover, this research provides managers and academics with better insight in firms’ payout 

policy. Better corporate governance quality allows managers to disburse more cash to their 

shareholders, although high growth opportunities weakens this relationship. Furthermore, it is 

important to state that when firms are operating in countries with strong protection rights, 

shareholders and creditors can affect the payout policy in order to reduce the amount of share 
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repurchases and total payout. Therefore, when CFOs determine the firms’ payout policy, it is 

likely that both shareholders and creditors attempt to influence firms’ payout decision. 

The remainder of this paper proceeds as follows. Section 2 motivates the research based on 

previous literature related to corporate governance quality, firms’ payout policy, growth 

opportunities, and protection rights. Further, based on the theoretical arguments, hypotheses are 

formulated in section 3. Subsequently, section 4 describes the data and methodology. Next, I 

report the results form multivariate analyses  in section 5. Finally, section 6 concludes the paper 

and discusses recommendations for future research.  

2. Literature review  

2.1. Payout policy 

When Lintner (1956) and Miller and Modigliani (1961) published their pioneering literature, 

share repurchases were non-existent. Lintner (1956) argues that firms carefully decide their 

dividend payout strategies and takes the view of sticky dividends, while Miller and  Modigliani 

(1961) argue that in a frictionless world dividend payout is irrelevant to firm value that is only 

driven by investment policy. Black (1976) describes in his “Dividend puzzle” that corporate 

finance literature fails to explain why firms pay dividends. However, we now know that 

corporate governance is an important driver in determining the payout policy. Dividend payouts 

reduce the amount of free cash flow (FCF) and consequently reduce agency conflicts between 

managers and shareholders, since managers are less likely to use the firm’s excess cash for 

private benefits (Grossman and Hart, 1980; Easterbrook, 1984; Jensen, 1986). Furthermore, 

Easterbrook (1984) argues that dividend payments force managers to raise additional capital 

more frequently, resulting in more monitoring by capital markets. In line with the free cash flow 

hypothesis of Jensen (1986), firms reduce their excess cash holdings by dividend payments, as 

well as repurchasing shares (Brav et al., 2005). US industrial companies have become less likely 
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to pay dividends from the 1970s through the late 1990s and share repurchases have become a 

more important practice of payout (Fama and French, 2001).  

The surge in share repurchases can be explained from the advantage that it provides financial 

flexibility, compared to the sticky dividends. Financial flexibility is “the ability of a firm to 

access and restructure its financing at a low cost” (Gamba and Triantis, 2008, p. 2263). Share 

repurchases allow managers to quickly respond to cash flow and investment shocks by 

maintaining more discretion over distributions to shareholders (Brav et al., 2005).  

2.2. Corporate governance 

The modern history of European corporate governance codes begins with the UK Cadbury 

report (1992) where corporate governance is described as “the system by which companies are 

directed and controlled”. Thomsen and Conyon (2012) add that corporate governance is ”the 

control and direction of companies by ownership, boards, incentives, company law, and other 

mechanisms”. In essence, “corporate governance deals with the ways in which suppliers of 

finance to corporations assure themselves of getting a return on their investment" (Shleifer and 

Vishny 1997, p. 737). 

The main agency conflicts that corporate governance helps to mitigate are equity conflicts that 

addresses conflict of interests between the firm’s shareholders and managers or between 

majority and minority shareholders, and debt conflicts between either the firm’s managers or 

shareholders and its creditors (Eisenhardt, 1989; Shleifer and Vishny, 1997). It is therefore 

important to take into account the country-level protection rights of shareholders as well as 

creditors to better understand the influence of corporate governance on firms’ payout policy. 

The FCF hypothesis that states that firms reduce their excess cash holdings by cash 

disbursements to decrease agency costs (Jensen, 1986). This theory makes no difference in the 

payment of dividends of share repurchases, since both practices decrease the free cash flow.  
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Agency conflicts between shareholders and managers are also addressed by the contracting 

theory within the principal-agent relation (Eisenhardt, 1989; Smith and Watts, 1992). Incentive 

compensation is an outcome-based contracting (e.g. executive stock options) where the firm 

ties compensation to the effect of manager’s actions on firm value. Executive compensation is 

a corporate governance mechanism that should align the interests of the managers with the 

shareholders. Fenn and Liang (2001) find a strong negative relationship between management 

stock options and dividends, and a positive relationship between management stock options and 

share repurchases, suggesting that the rise in stock options is related to the growth in share 

repurchases at the expense of dividends.   

This research relies on the agency approach to dividends  to predict the relationship between 

corporate governance quality and payout policy from the perspective of the free cash flow 

hypothesis (Jensen, 1986) and the outcome dividend model (LLSV, 2000). Both models predict 

a positive relationship between good corporate governance and the payout ratio. Firms with 

better corporate governance have higher dividend payouts, consistent with the outcome 

dividend model (Mitton, 2004).  Moreover, better corporate governance forces managers to 

disgorge cash to shareholders in the form of share repurchases, consistent with the free cash 

flow hypothesis. However, share repurchases do not substitute for dividends (Jiraporn, 2006). 

2.3. Growth opportunities 

Growth opportunities are characterized by potential profitable projects including R&D, M&A, 

joint ventures, and brand reputations (Myers, 1977). The investment policy influences the 

dividend policy, because external finance is more costly than internal finance. Dividend payout 

is negatively related to firm’s expected future growth rate of revenues. Market imperfections 

determine the dividend policy (Rozeff, 1982; Smith and Watts, 1992). Jensen (1986) argues 

that firms with more growth opportunities have lower FCF and pay lower dividends. Moreover, 
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LLSV (2000) argue that firms’ growth opportunities are negatively related to payouts, and this 

relationship is stronger in countries with good investor protection and thus more developed 

capital markets. Gugler (2003) finds that firms with low investment opportunities, in this 

research measured by no R&D spending, have much larger target payout ratios. Moreover, 

firms with better corporate governance that experience high growth opportunities have lower 

dividend payouts than firms with low growth opportunities (Mitton, 2004). The impact of firms’ 

corporate governance quality on payout is likely to be stronger for low growth firms because 

the agency costs of free cash flow are higher (Bhabra and Luu, 2015).  

2.4. Protection rights 

2.4.1. Shareholder protection 

Country-level corporate governance predicts that better shareholder protection is associated 

with higher dividend payouts (LLSV, 2000). However, findings of Mitton (2004) showed that 

the positive relationship between firm’s corporate governance and dividend payouts mainly 

holds for countries with strong shareholder protection. This suggests that firm-level corporate 

governance and country-level investor protection are complementary rather than substitutive. 

Dittmar et al. (2003) argue that investors in countries with weak shareholder protection cannot 

pressure managers to disburse excess cash, which means that firms in these countries have 

lower payout ratios. However, in some countries where shareholder rights enforcement is weak, 

mandatory dividends are regulated. A part of net income is paid out as dividends and in general 

firms in countries with mandatory dividends pay higher dividends than firms in countries 

without such rules (LLSV, 2000). 

2.4.2. Creditor protection 

Brockman and Unlu (2009) document that weak creditor rights diminish the manager’s ability 

to pay out dividend in order to access external financing from creditors. The creditors exercise 
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control over dividend policies as a substitute bonding mechanism to minimize the agency costs 

of debt. In countries with weak creditor rights managers pay lower dividends to reduce agency 

costs of debt, suggesting a positive relation between creditor rights and dividend payouts. 

However, Shao et al. (2013) argue that managers should set dividend policies to minimize the 

agency costs of both equity and debt. The positive relationship found by Brockman and Unlu 

(2009) between creditor rights and firms’ dividend payouts is stronger in countries where 

shareholder protection is better.  

3. Hypotheses 

Firms with better corporate governance quality are associated with both a higher propensity to 

pay dividends and dividend payers tend to pay larger dividends. This is consistent with the view 

that shareholders are able to pressure managers to distribute excess cash, hence reducing the 

possibility for expropriation by managers with opportunistic behavior (Jiraporn et al., 2011). 

Thus, firms with better corporate governance have higher dividend payouts, consistent with the 

outcome dividend model (Mitton, 2004). According to Floyd et al. (2015), share repurchases 

do not substitute dividends, but are complementary to dividends. Thereby, corporate 

governance quality has a positive effect on both payout choices (Jiraporn et al., 2011). In this 

research, firms’ payout policy covers dividend payments, share repurchases, and total payout. 

Hence, I first hypothesize that: 

Hypothesis 1: Firms’ corporate governance quality is positively related to payout policy.  

Additionally, this research examines the probability of paying dividends, share repurchases or 

both. Jiraporn et al. (2011) find a positive association between corporate governance quality 

and the propensity to pay dividends, suggesting that strong governance forces managers to 

disgorge cash to reduce the possibility of managers to abuse the free cash flow. However, Fama 

and French (2001) document that firms with better corporate governance have less need to 
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distribute cash to shareholders, since managerial and shareholder interests are better aligned. 

Accordingly, given the lack of empirical evidence regarding the effect of corporate governance 

quality on the probability of paying, it is therefore hypothesized that:  

Hypothesis 2a: Firms’ corporate governance quality positively affects the probability of paying 

dividends, share repurchases or both.  

Hypothesis 2b: Firms’ corporate governance quality negatively affects the probability of 

paying dividends, share repurchases or both. 

Growth opportunities may be negatively related to dividend policy, since firms with high 

growth opportunities use their funds for positive net present value (NPV) projects instead of 

distributing dividends to shareholders (Adjaoud and Ben-Amar, 2010). Rozeff  (1982) argues 

that firms experiencing high growth opportunities establish lower dividend payout ratios, since 

external finance is costly. Moreover, Mitton (2004) finds that good growth opportunities are 

associated with lower dividend payouts among firms with better corporate governance. This 

paper attempts to investigate whether firms with better corporate governance that experience 

good growth opportunities have lower dividend payouts than well governed firms without 

growth opportunities. Therefore, I expect a negative interaction effect between corporate 

governance quality and growth opportunities on the payout level, hence high growth 

opportunities weaken the relationship between good corporate governance quality and payout. 

Based on the theories discussed above, the following hypothesis will be tested: 

Hypothesis 3: Firms’ growth opportunities weaken the relationship between well governed 

firms and payout policy. 

As discussed in the literature review, there are substantial differences in protection rights across 

countries. This country-level corporate governance can be separated in shareholder rights and 
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creditor rights, respectively to lower agency costs of equity and to lower agency costs of debt 

arising from conflicts between shareholders and creditors.  

Firstly, fast growth firms operating in countries with better shareholder protection pay lower 

dividends than slow growth firms, since legally protected shareholders are eager to put new 

investments higher on the agenda than dividend payments when investment opportunities are 

positive. Investors in countries with weaker corporate governance are less effective monitors 

and thus more interested in dividends, irrespective of investment opportunities. For countries 

with weaker corporate governance I expect a smaller or no interaction effect (LLSV, 2000). In 

line with the outcome agency model of dividends of LLSV (2000) investor protection should 

be positively associated with dividend payouts, because firms operating in countries with better 

corporate governance provide shareholders with stronger protection rights. Strong investor 

protection is associated with higher dividend payouts (Bae et al., 2012). Mitton (2004) argues 

that firm-level corporate governance is positively related to dividend payouts, but is limited 

primarily to countries with strong shareholder protection.  However, an opposing view is the 

substitute agency model of dividends which state that dividends are a substitute for investor 

protection. Dividends serve as corporate governance mechanism in such a country with poor 

investor protection. Mandatory dividends are perceived as an instrument for low investor 

protection.  

Secondly, Brockman and Unlu (2009) argue in their paper that low dividend payouts serve as 

a substitute mechanism for weak creditor rights. They argue that in countries with weak creditor 

rights managers are more easily convinced to restrict dividend payouts in order to build 

reputation capital and decrease future financing costs. Restriction on dividends are created by 

informal agreements and formal covenants. Moreover, the researchers find similar results using 

total payout, thus including share repurchases, as the dependent variable suggesting that 

creditor rights are positively related to firms’ payout policy. Agency costs of debt represented 
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by creditor rights are therefore important to include in this research, to gain an understanding 

of the influence of corporate governance on payout policies around the world. Following these 

arguments, it can also be hypothesized that: 

Hypothesis 4: Country-level shareholder protection or creditor protection strengthens the 

relationship between firms’ corporate governance quality and payout policy, when controlled 

for growth opportunities of the firm. 

4. Data and methodology 

In this section, I will elaborate on the data collection process, the selected variables and finally 

the methodology used in order to assess the research question: ‘How does the corporate 

governance quality of firms influence payout policies and how is this relationship influenced 

by firms’ growth opportunities and country-level protection rights?’. 

4.1. Sample and data sources 

The primary data source for this study is Datastream, which is used to obtain firm-level financial 

data for the period 2002-2016. This research is based on the countries covered in Spamann 

(2010) and Djankov et al. (2007), who report about country-level shareholder and creditor 

rights, respectively. The 49 countries reported in Spamann (2010) had to be further reduced to 

a final sample of 37 countries. Other country-level variables are collected from the Global 

Financial Development Database from the World Bank. Sources for the variables included in 

this study can be found in Appendix A, Table 1.  

The original database consisted of  7,537 firms over 15 years. Firstly, data availability of the 

main explanatory variable corporate governance quality is of great importance to this research, 

thus all firm-year observations with missing corporate governance scores are eliminated from 

the sample. Next, I want to study the influence of corporate governance on the payout policy, 
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therefore I follow previous literature and exclude financial institutions (Standard Industrial 

Classification [SIC] 6000-6999), utility firms (SIC 4900-4999) and government-related sectors 

(SIC 9000-9999) because of their regulated nature (Byrne and O’Connor, 2012). Firm-level 

data from Datastream and country-level data on shareholder rights (Spamann, 2010), creditor 

rights (Djankov et al., 2007) and financial market development from the World Bank are 

matched using each firm's ISIN code and the corresponding year. All firm-level data is scaled 

by a common denominator to ensure comparability, namely the firm’s book value of total assets. 

As a result, all firm-year observations with missing values on total assets are eliminated from 

the sample. Furthermore, to remain in the final sample, each firm-year observation must have 

information available on dividends and share repurchases. Moreover, I eliminated firm-year 

observations with negative equity and earnings (Grullon and Michaely, 2002; Yu and Wu, 

2017).  

Countries that have regulations regarding mandatory dividends require firms to disburse a 

certain fraction of net income as dividends. Country’s mandatory dividend policy protects 

minority shareholder rights  (Yu and Wu, 2017), since shareholder rights is an explanatory 

variable in this research, I have to exclude countries with mandatory dividends. I follow LLSV 

(2000) and exclude countries with mandatory dividend regulations, namely Brazil, Chile, 

Colombia, Greece, and Venezuela. No data availability on firm-level corporate governance 

scores was available for the following countries: Ecuador, Jordan, Kenya, Nigeria, Pakistan, 

Uruguay, Venezuela and Zimbabwe. Since firms’ corporate governance quality is the main 

explanatory variable, I had to exclude these countries. Consequently, no countries with 

shareholder protection values of 1 could be included in the sample, this relates to Jordan, 

Uruguay, and Venezuela. Considering the aforementioned requirements, the final sample 

consists of 25,773 firm-year observations that resembles 3,904 firms across 37 countries over 

the period 2002-2016.  
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4.2. Methodology 

This section presents the methods that are used to empirically test the hypotheses. In order to 

empirically test the hypotheses, I examine the impact of corporate governance quality on the 

firms’ payout policy. I test the probability of paying dividends, share repurchases or both by 

using logit specifications and the amount of dividends, share repurchases and total payout by 

using ordinary least squares (OLS) specifications. 

I follow the methodology of determining the probability of paying dividends from Brockman 

and Unlu (2009) and apply the same method to share repurchases and total payout. The logit 

regression presents the probability of paying dividends (Payer_d) and takes the value of one if 

the firm paid a dividend in year t, and zero otherwise. Because the dependent variable is binary, 

which means it takes the value of either 0 or 1, I have to use a logistic regression to test the 

likelihood of paying. For the probability of share repurchases, Payer_rep takes the value of one 

if the firm disbursed a share repurchase in year t, and zero otherwise. The probability of 

undertaking both a dividend and share repurchase, Payer_t takes the value of one, and zero 

otherwise.  

Prob(Payerit = 1) = βo + β1CGscoreit + β2Tobin’sQit + β3SRic + β4CRic + β5Xit  +  β6Zic  +  

∑Year_Dummies + ∑Industry_Dummies +  εit       (1) 

In order to test the main hypothesis, whether the firms’ corporate governance quality affects the 

amount of dividends, share repurchases or total payout (Payout Policy), I focus on the 

coefficient β1, which measures the sensitivity of Payout policy to changes in CGscore. 

Accordingly, the following regression specification by ordinary least squares (OLS) is used: 

Payout Policyit = βo + β1CGscoreit + β2Tobin’sQit + β3SRic + β4CRic + β5Xit  + β6Zic + 

∑Year_Dummies + ∑Industry_Dummies + εit      (2) 
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To test for the second hypothesis, whether firms’ growth opportunities have a moderating effect 

on the relationship between corporate governance quality and payout policy, an interaction term 

is created. Here, β3 will show whether firms’ growth opportunities weaken the main 

relationship. Equation (3) contains all firm-level control variables similar as in equation (2).  

Payout Policyit = βo + β1CGscoreit + β2Tobin’sQit + β3CGscoreit* Tobin’sQit + β4Xit  + 

∑Country_Dummies + ∑Year_Dummies + ∑Industry_Dummies + εit   (3) 

Additionally, the third hypothesis is tested considering the full model and coefficient β3 is 

analyzed to shed light on the moderating effect of a country’s shareholder rights.  

Payout Policyit = βo + β1CGscoreit + β2SRic + β3CGscoreit* SRic + β4Xit + β5Zic + 

∑Year_Dummies + ∑Industry_Dummies + εit      (4) 

Lastly, the third hypothesis is also investigated to answer the question whether country-level 

creditor rights have a moderating role on the relationship between corporate governance quality 

and payout policy. In equation (5) an interaction variable between corporate governance score 

and creditor rights is included (CGscoreit*CRic). Equation (5) comprises similar firm- and 

country-level control variables as in both equation (1) and (4). 

Payout Policyit = βo + β1CGscoreit + β2CRic + β3CGscoreit*CRic + β4Xit + β5Zic + 

∑Year_Dummies + ∑Industry_Dummies + εit      (5) 

Specifically, in the regressions i denotes firm, c denotes country and t is year. Further, we 

include several variables in the analysis to control for side effects that could potentially explain 

firms’ payout policy. The control variables are divided into two groups, respectively firm- and 

country characteristics. The variable Xit  represents the firm-level control variables and Zic  

represents the country-level control variables that have shown to be relevant by previous 

research, as will be argued further below. Furthermore, I adjust for the unbalanced panel data 
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by including robust standard errors corrected for clustering at a firm-level, to control for 

interdependence across firms. Moreover, country, year and industry fixed effects are included 

in the analyses in order to implement the estimation of the unbalanced panel dataset, whereas 

𝜀it represents robust standard errors. Finally, to reduce the influence of outliers, all firm-level 

variables are winsorized at 1% in both tails, except for corporate governance score and dummy 

variables, as they have a predefined range.  

Lastly, I use one-year lagged data for all the variables except the dependent (and time-invariant 

variables: shareholder rights and creditor rights) as a way to address for possible endogeneity 

in the model and reverse causality between CGscore and Payout policy. The variable Divr_lag1 

is the dividends of previous year and is again lagged with one year. 

4.3 Variables 

In this research the main relationship between firm’s corporate governance quality and payout 

policy is examined. Furthermore, I am interested if this relationship is influenced by a firm’s 

growth opportunities and country-level protection rights. All variables are defined in Appendix 

A, Table 1. 

4.3.1 Dependent variables 

Companies have two possible options to disburse cash to its shareholders, dividends and share 

repurchases (Grullon and Michaely, 2002). Dividends are the total paid cash dividends, share 

repurchases consists of the purchase of common and preferred shares, and total payout is the 

sum of cash dividends and share repurchases. 

First, I create several dummies to encompass the analysis of the probability to disburse cash to 

the firm’s shareholders. The dividend payer dummy (Payer_d) equals one if total dividends 

paid are positive, and zero otherwise (Brockman and Unlu, 2009; Shao et al., 2013). I follow 
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the same measurement method for share repurchases and total payout. Hence, the share 

repurchase payer dummy (Payer_rep) equals one if total share repurchases paid are positive, 

and zero otherwise. And lastly, the total payer dummy (Payer_t) equals one if both dividends 

and share repurchases are positive, and zero otherwise.  

Additionally, I want to analyze the differences in the amount of dividends, share repurchases 

and total payout. I measure the dividend ratio (Divr) by scaling total paid cash dividends to 

book value of total assets (Jiraporn et al., 2011; Lee and Suh, 2011). As earlier discussed, I 

scale all firm-level data by total assets as common denominator to ensure comparability. 

Therefore, the share repurchase ratio (Repr) is the amount of share repurchases to total assets 

(Lee and Suh, 2011). The total payout ratio (Payr) comprises both the amount of dividends and 

share repurchases divided by total assets.  

4.3.2 Independent variable 

The main explanatory variable in this paper is the firms’ corporate governance quality. 

Thomsen and Conyon (2012) describe the mechanisms of corporate governance that provide 

control and direction of companies by ownership, boards, incentives, company law, and other 

mechanisms. I derive the data on corporate governance from the ASSET4 database from 

Datastream, which provides investment research information on economic, environmental, 

social, and governance aspects of firm performance. The independent variable is the corporate 

governance quality which I measure by the corporate governance score (CG score) in ASSET4 

and ranges from 0 to 1. The score is based on the firm’s board structure, compensation policy, 

board functions, shareholder rights, and company’s overarching vision and strategy. The 

definition by Thomsen and Conyon (2012) and the different components of the corporate 

governance score are very similar, suggesting it is a representative score. 

 



19 

 

4.3.3 Firm-level moderator 

Firms with more growth opportunities have lower cash holdings and pay lower dividends 

(Jensen, 1986). To see whether growth opportunities influence the relationship between 

corporate governance quality and payout, I analyze the interaction of firms’ corporate 

governance quality and growth opportunities on the payout. Growth opportunities are 

represented by Tobin’s Q, which is a widely accepted market-based measure in finance 

literature (e.g. Pinkowitz, 2007). It is measured as the sum of book value of total assets and 

market value of equity minus book value of equity divided by book value of total assets. Data 

for Tobin’s Q has to be derived from Datastream. 

4.3.4 Country-level moderators 

The “Antidirector Rights Index” (ADRI) has been introduced by LLSV (1998) and has been 

widely used in many papers. Spamann (2010) reexamined the ADRI and found that more than 

half of the scores had to be corrected. Hence, to produce valid empirical results, I make use of 

the revisited ADRI as a measure of shareholder protection. The ADRI ranges from 0 (weak 

shareholder rights) to 5 (strong shareholder rights). The ADRI is based on several requirements 

that construct a score for shareholder rights per country (Spamann, 2010)2. 

 

Creditor protection is derived from the article of Djankov et al. (2007). The index ranges from 

0 (weak creditor rights) to 4 (strong creditor rights). For example, when creditors can enforce 

restrictions, such as creditor consent or minimum dividends, for a debtor to file for 

reorganization3. Creditor rights (CR) and shareholder rights (SR) are therefore important 

variables to capture in this research to better understand the country-level differences in firms’ 

payout policy. 

                                                 
2 LLSV (1998, Table 1) defines the requirements for the scoring of the ADRI. 
3 Djankov et al. (2007, Table 1) defines the requirements for the scoring of the creditor rights. 
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4.3.5 Control variables 

Following previous research about corporate governance and dividend payout I use multiple 

control variables. Specifically, to control for both firm-level characteristics that may influence 

payout policy, and growth opportunities and country-level characteristics that may influence 

protection rights, I had to combine prior practices to motivate the control variables used in this 

research. Further, I include several variables in the analysis to control for side effects that could 

potentially explain firms´ payout policy. To control for firm size (Size) I use the natural 

logarithm of total assets in US dollars (Jiraporn and Ning, 2006; Brockman and Unlu, 2009; 

Adjaoud and Ben-Amar, 2010). Dividend paying firms are associated with larger total assets, 

since large firms should have better access to external capital markets and are less dependent 

on internal funds for financing. Hence, large firms should be more likely than small ones to pay 

dividends to their shareholders (Holder et al., 1998). Lintner (1959) argued that dividend paying 

firms attempt to maintain stable dividends over time, this suggests that a one year lagged 

dividend predicts the current dividend payout. I use Lagged dividends to control for sticky 

dividends and expect this coefficient to be positive (Adjaoud and Ben-Amar, 2010). Variables 

that are associated with cash holdings are taken into account, since more excess cash affects 

dividend policy (Jensen, 1986). Cash holdings is measured by the ratio of cash and short-term 

investments to total assets (Cash ratio), which represents the excess cash that is available for 

disbursement of dividends and share repurchases. I also control for profitability by calculating 

the accounting based measure of the financial performance of a firm in terms of return on assets 

(ROA), which reflects the ratio of earnings available to common shareholders to the firm’s 

assets (Richard et al., 2009), and is measured as the ratio of net income to total assets (Brockman 

and Unlu, 2009). Leverage influences the dividend policy of firms because of debt covenants 

on dividends imposed by debtholders and its purpose in mitigating agency costs. The proxy for 

Leverage is the ratio of long-term debt to total assets (Jiraporn and Ning, 2006). Furthermore, 
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a firm with low retained earnings, but high equity might indicate a start-up firm that pays none 

or less dividends. For that reason, it is important to control for the firm’s life cycle, which I 

measure as retained earnings to equity (Firm maturity) (DeAngelo et al., 2006). Prior studies 

on dividends report the predicted signs between firm-level control and payout variables as 

follows: Size (+), Lagged dividend  (+), ROA (+), Cash ratio (+/–), Leverage (–), Firm maturity 

(+) (Brockman and Unlu, 2009; Adjaoud and Ben-Amar, 2010; Jiraporn et al., 2011). 

Country-level control variables are included in this research to control for financial market 

development that comprises stock market development (MD) and credit market development 

(Credit). Greater financial market development facilitates firms with better access to external 

finance and therefore reduces firms’ financing constraints. Consequently, this decreases agency 

costs that come from information asymmetries between firms and investors (Levine, 1997). 

Conversely, firms in countries with less developed capital markets rely more on internal finance 

and experience external financing constraints (Fazzari et al., 1998). This influences firms 

financial policy and is therefore important to include in this research into firms’ payout policy. 

Developed stock markets give power to the shareholders resulting in higher payouts, while 

developed credit markets give control to the creditors who are reluctant to higher payouts, since 

it decreases the capital buffer of firms. The predicted signs for the country-level control 

variables that measure the financial market development are as follows:  MD (+) and Credit (–

) (Brockman and Unlu, 2009). 

 

5. Empirical results 

This section presents the descriptive statistics, the correlation matrix and the regressions results 

of the logit and OLS regression analyses. 
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5.1.Descriptive statistics 

The final sample of 25,773 firm-year observations consists of 3,904 firms in 37 countries over 

the period 2002-2016. In order to better understand the distribution of the data I show separate 

summary statistics for all variables used in the underlying research and summary statistics per 

country.  

Table 1 shows the descriptive statistics of the variables used in this study. The dependent 

variables dividend ratio, share repurchase ratio and total payout ratio have a mean and standard 

deviation of 0.0239 and 0.0310, 0.0181 and 0.0409, and 0.0429 and 0.0557, respectively. The 

sample consists of non-paying firms when looking at the minimum values, Table 2 shows the 

sample proportion of payers per country. The independent variable corporate governance score 

has a mean and standard deviation of 0.5190 and 0.3108, respectively. The large standard 

deviation signifies a large variation in corporate governance quality in the sample, which can 

be supported by a sample minimum and maximum of 0.0116 and 0.9823, respectively. Firms 

included in the sample obtained on average a Tobin’s Q of 1.85.  

Since, the corporate governance score was not available for firms in some developing countries, 

I had to exclude these countries. Consequently, the shareholder rights index starts with 2, hence 

more developed countries. The country-level moderators shareholder rights and creditor rights 

have a median of 4 and 2, respectively. I employ stock market development and credit market 

development as country-level control variables. Some firms operate in countries with very low 

financial market development showed by values of 9.1129 stock market development and 

13.7334 credit market development, while others operate in countries with very high stock 

market development (464.7210) and credit market development (233.211). This shows a large 

diversity, and asks for a more detailed cross-country analysis.  
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Table 1. Descriptive statistics  

This table reports summary statistics for all variables in this research from the period 2002 until 2016. The data 

comprises 37 countries all around the world. All firm-level variables are winsorized at 1% in both tails, except for 

corporate governance score and dummy variables. Table 1 presents the total number of observations (N), the mean, 

median, minimum (Min), maximum (Max) and standard deviation (Std. Dev.) of variables from the full sample. 

Size, leverage, cash ratio, ROA, and firm maturity represent the firm-level characteristics. MD and credit represent 

the country-level characteristics. Variable definitions and data sources can be found in Appendix A, Table 1. 

 

Table 2 reports the country-level data for the main variables, corporate governance score, the 

proportion of payers, payout ratios, Tobin’s Q, and the protection rights. As is common in cross-

country analysis, the United States (31%), Japan (16%), and the United Kingdom (10%) 

account for more than half of the total number of firm-year observations. This skewness is 

identifiable in most international studies regardless of the used data source (Brockman and 

Unlu, 2009). In this sample, the average corporate governance score is higher in common law 

countries (54.5861) than in civil law countries (34.2718). Consistent with the work of LLSV 

(1998)  in ‘Law and finance’ common law countries generally have stronger protection of 

shareholder and creditor rights than civil law countries. The proportion of payers of dividends, 

share repurchases or both is higher in civil law than in common law countries. However, the 

average dividend ratio is higher in common law (0.0327) than in civil law countries (0.0300), 

while the average share repurchase ratio is lower in countries with common law (0.0078) than 

in civil law origins (0.0088). The average total payout ratio is higher in common law (0.0421) 

than in civil law countries (0.0390). The sample average dividend ratio corresponds to the 

Descriptive Statistics 

Variable N Mean Median Min Max Std. Dev. 

Dividend ratio 25,773 0.0239 0.0143 0 0.1859 0.0310 

Share repurchase ratio 25,773 0.0181 0 0 0.2372 0.0409 

Total payout ratio 25,773 0.0429 0.0231 0 0.3117 0.0557 

CG score 25,773 0.5190 0.5856 0.0116 0.9823 0.3108 

Tobin’s Q 25,773 1.8469 1.4818 0.6762 7.1902 1.1386 

SR 25,773 3.8212 4 2 5 0.8281 

CR 25,773 1.9608 2 0 4 1.1330 

Control variables       

Size 25,773 15.3600 15.2905 12.2298 18.7969 1.3654 

Leverage 25,773 0.1715 0.1592 0 0.5617 0.1358 

Cash ratio 25,773 0.1381 0.1003 0.0026 0.6012 0.1239 

ROA 25,773 0.0973 0.0844 -0.0602 0.3769 0.0748 

Firm maturity 25,773 0.7230 0.6775 0.0148 3.5709 0.5167 

MD 22,921 106.073 107.025 9.1129 464.7210 42.876 

Credit 24,090 153.928 162.059 13.7334 233.211 41.018 
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statement that firms in common law countries pay higher dividends than those operating in civil 

law countries, where minority shareholders suffer from weaker legal protection (LLSV, 2000). 

Moreover, civil law countries pay on average higher share repurchases, but the average total 

payout is higher in common law countries. Tobin’s Q of common law countries have a mean 

of 1.9101 and civil law countries of 1.7650. A more detailed analysis shows that the highest 

country average dividend ratio is paid in the Indonesia (0.0581), while the lowest country 

average dividend ratio is paid in France (0.0067). Looking at the country average share 

repurchase ratio we can see that Denmark (0.0436) and the United States (0.0420) execute the 

highest average share repurchase ratios.   

Table 2. Descriptive statistics per country  

This table reports summary statistics of the main variables in this research from the period 2002 until 2016. The 

data comprises 37 countries all around the world. Column 2 presents the total number of observations per country 

(N). The next columns from 3 – 10 report the mean of the variables corporate governance score, the proportion of 

payers of dividend, share repurchases and total payout, the payout ratios of dividends, share repurchases and total 

payout ratio, and Tobin’s Q. The protection rights of shareholders (Spamann, 2010), and creditors (Djankov et al., 

2007) are presented by their median. The countries are arranged in alphabetical order by Origin of Law type 

divided in common law and civil law countries. Below the total number of observations and the averages of the 

variables included in this sample can be seen. Variable definitions and data sources can be found in Appendix A, 

Table 1. 

Country-level data                   

Country N 

CG 

score Payer_d Divr Payer_rep Repr Payer_r Payr 

Tobin's 

Q SR CR 

Australia 1,264 63.3878 85% 0.0395 22% 0.0058 20% 0.0460 1.8263 4 3 

Canada 1,211 76.8823 76% 0.0189 42% 0.0112 35% 0.0307 1.6640 4 1 

Hong Kong 933 38.2402 89% 0.0309 20% 0.0015 19% 0.0338 1.7103 5 4 

India 260 38.1709 96% 0.0298 7% 0.0006 7% 0.0315 2.8490 5 2 

Ireland 103 60.8252 84% 0.0277 41% 0.0151 36% 0.0422 2.0785 5 1 

Israel 73 41.7478 75% 0.0258 41% 0.0067 37% 0.0330 1.7175 4 3 

Malaysia 213 45.3806 92% 0.0443 33% 0.0027 32% 0.0541 1.9905 5 3 

New Zealand 102 53.9302 95% 0.0527 27% 0.0036 27% 0.0563 1.8625 4 4 

Singapore 296 47.2055 97% 0.0396 27% 0.0029 27% 0.0433 1.6210 5 3 

South Africa 459 61.1302 90% 0.0391 42% 0.0055 37% 0.0459 1.7841 5 3 

Sri Lanka 4 40.2000 100% 0.0108 0% 0.0000 0% 0.0108 1.1204 4 2 

Thailand 139 52.4730 100% 0.0493 6% 0.0003 6% 0.0577 2.4805 4 2 

United Kingdom 2602 71.5098 87% 0.0316 48% 0.0113 44% 0.0437 1.8729 5 4 

USA 7902 73.1227 68% 0.0176 76% 0.0420 54% 0.0606 2.1638 3 1 

Common law  15,561 54.5861 88% 0.0327 31% 0.0078 27% 0.0421 1.9101 5 3 
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Argentina 12 2.3258 92% 0.0184 0% 0.0000 0% 0.0184 2.1674 2 1 

Austria 114 40.1513 96% 0.0233 30% 0.0035 30% 0.0267 1.2819 2.5 3 

Belgium 181 52.8019 93% 0.0373 60% 0.0110 60% 0.0487 1.5209 3 2 

Denmark 225 42.5536 78% 0.0287 73% 0.0436 60% 0.0721 2.5537 4 3 

Egypt 23 4.2330 91% 0.0306 0% 0.0000 0% 0.0306 0.9814 3 2 

Finland 271 59.2563 97% 0.0461 29% 0.0055 28% 0.0524 1.6987 3.5 1 

France 756 53.9885 93% 0.0067 58% 0.0214 56% 0.0282 1.6007 3.5 0 

Germany 732 33.0983 90% 0.0204 25% 0.0048 23% 0.0258 1.6457 3.5 3 

Indonesia 173 20.5651 95% 0.0581 13% 0.0034 13% 0.0715 2.7319 4 2 

Italy 239 42.8486 83% 0.0241 34% 0.0031 29% 0.0283 1.4882 2 2 

Japan 4022 10.9231 98% 0.0119 73% 0.0058 72% 0.0177 1.3544 4.5 2 

Korea, Rep. 562 13.1829 91% 0.0136 28% 0.0097 25% 0.0039 1.4476 4.5 3 

Mexico 160 14.5649 76% 0.0328 55% 0.0087 45% 0.0416 2.1173 3 0 

Netherlands 264 65.2802 91% 0.0194 58% 0.0155 55% 0.0351 1.6007 2.5 3 

Norway 242 52.2755 75% 0.0291 60% 0.0147 48% 0.0450 1.6181 3.5 2 

Peru 27 16.8193 70% 0.0222 26% 0.0007 19% 0.0247 1.4244 4.5 0 

Philippines 56 27.3004 100% 0.0472 20% 0.0032 20% 0.0504 2.0943 4 1 

Portugal 51 48.2647 100% 0.0370 41% 0.0068 41% 0.0443 1.7382 2.5 1 

Spain 248 44.8568 92% 0.0370 58% 0.0093 53% 0.0509 2.1294 5 2 

Sweden 478 49.6020 90% 0.0335 24% 0.0104 23% 0.0452 1.8441 3.5 1 

Switzerland 516 48.4846 90% 0.0350 71% 0.0193 65% 0.0544 2.2355 3 1 

Taiwan 734 14.2871 92% 0.0413 13% 0.0018 12% 0.0432 1.6118 3 2 

Turkey 126 30.5871 79% 0.0362 6% 0.0003 6% 0.0368 1.7095 3 2 

Civil law median 10,212 34.2718 89% 0.0300 37% 0.0088 34% 0.0390 1.7650 3.5 2 

Total 25,773 41.9583 89% 0.0310 35% 0.0084 31% 0.0402 1.8199 4 2 

 

Some interesting trends arise when comparing the proportion of payers and payout ratios of a 

global sample with the United States. Figure 1 illustrates the development of the proportion of 

payers and figure 2 the change of the payout ratios over the time period 2002-2016. Variable 

definitions and data sources can be found in Appendix A, Table 1.  

In general, we can see that the proportion of dividend payers and dividend ratio is quite stable 

over time regarding the global sample as well as for the United States. Consistent with the view 

of sticky dividends of Lintner (1956). However, when looking at the proportion of share 

repurchase payers and share repurchase ratios the figures show a lot more variance over time. 

This fluctuation corresponds with the patterns described in the article of Lee and Suh (2011) 

that firms use share repurchases to disburse temporary cash flows. Starting with an average 
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share repurchase ratio for the global sample of 0.01892 and the United States of 0.02795 in 

2002, the share repurchases experienced a surge until its top in 2007 for the global sample of 

0.03014 and the United States of 0.06422. The share repurchase figures show a strong impact 

by the financial crisis generally considered in 2007 and 2008, but as the figures show the post-

crisis lasted until 2009. Specifically looking at the United States shows that the amount of share 

repurchases is larger than the amount of dividends paid, while the global average amount of 

share repurchases is only higher in the period before the financial crisis. This is consistent with 

the findings of Grullon and Michaely (2002) that firms have gradually substituted share 

repurchases for dividends in the United States. The Financial Times (November, 2018) recently 

published an article about this arguing that “US dividends lag rest of the world despite tax cuts”, 

since US firms prefer the flexibility of share repurchases to making a permanent change in 

payouts. They furthermore state that some of the largest firms, such as Facebook and Amazon, 

pay no dividend at all, because investors are less interested in payouts when valuing fast-

growing technology shares.      

 

Fig. 1. Probability of paying    Fig. 2. Payout ratios  

    

Economic significance of the sample for the probability 

of paying dividends (Payer_d), share repurchases 

(Payer_rep), or both (Payer_t). The figure plots the 

probability of paying per year and indicates the 

differences between the US and the rest of the world in 

this sample from the period 2002 until 2016.  

Economic significance of the sample for the payout 

ratios of dividends (Divr), share repurchases (Repr), 

and total payout (Payr). The figure plots the payout 

ratios per year and indicates the differences between 

the US and the rest of the world in this sample from the 

period 2002 until 2016.  
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Table 3, panel A shows the distribution of the observations by year. The general pattern is that 

the total number of observations increases over time. In 2002 the number of observations 

included in the sample was 500, which accounts for 2% of the total number of observations, 

while in 2016 the number of observations was increased till 2,916, which represents 11% of the 

total sample. 

At last, Table 3, panel B presents the descriptive statistics by industry. The majority of the firms 

operate in manufacturing (SIC 3: 16%), business equipment (SIC 6: 14%), wholesale and retail 

(SIC 9: 14%) and other such as construction, hotels and further industries (SIC 12: 22%). 

Table 3 - Panel A. Distribution by Year 
Panel A presents the distribution by year in 

this sample for the period is 2002 to 2016. 

 

 

   Table 3 - Panel B. Industry Distribution 
Panel B reports the distribution of firms across 

industries in this sample for the period 2002 to 

2016. 

Year 
 

N 
 

%     Industry classification (SIC) N % 

2002 
 

500 
 

2%     1 - Consumer non-durables  2,212 9% 

2003 
 

514 
 

2%     2 - Consumer durables  1,068 4% 

2004 
 

984 
 

4%     3 - Manufacturing 4,063 16% 

2005  1,274  5%     4 -  Energy  1,751 7% 

2006 
 

1,321 
 

5%     5 - Chemicals 1,420 6% 

2007 
 

1,439 
 

6%     6 - Business equipment 3,552 14% 

2008 
 

1,591 
 

6%  
   7 - Telecommunication 1,021 4% 

2009  1,685  7%  
   9 - Wholesale and retail 3,507 14% 

2010 
 

1,946 
 

8%  
   10 - Healthcare 1,587 6% 

2011 
 

2,069 
 

8%  
   12 - Other 5,592 22% 

2012 
 

2,172 
 

8%  
   Total 25,773 100% 

2013 
 

2,312 
 

9%  
   

   
2014  2,377  9%  

   
   

2015  2,673  10%  
   

   

2016 
 

2,916 
 

11%  
   

   

Total 
 

25,773 
 

100%  
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5.2 Correlation analysis 

Table 4 shows the correlation matrix. Almost all correlations show statistically significance on 

the 1% level. Consistent with the expectation of this study and in line with previous literature, 

I find positive correlation coefficients between corporate governance score and the three payout 

variables, dividend ratio (0.0380), share repurchase ratio (0.2321), and total payout ratio 

(0.1921). Although, the correlation coefficient of corporate governance and dividend ratio is 

very small, it is statistically significant at the 1% level. Interestingly, the large positive 

correlation coefficient of 0.7049 between shareholder and creditor rights suggests that countries 

with strong shareholder rights may also experience strong creditor rights, and vice versa 

countries with weak shareholder rights may experience weak creditor rights as well. This is also 

confirmed by the positive association of 0.4187 between stock market development and credit 

market development, that together form the financial market development of a country. Since, 

the high correlation of 0.7049 between the two explanatory variables, I use separate regression 

models for testing the influence of shareholder and creditor rights. The high correlations 

between total payout ratio and dividend ratio (0.6362) and share repurchase ratio (0.7833) are 

in line with the expectations, since dividend ratio and share repurchase ratio together form the 

total payout ratio. It will not form an issue since the variables are used in separate regressions. 

Moreover, lagged dividends have a high correlation coefficient of 0.8121 with the dependent 

variable dividend ratio, consistent with the research of Lintner (1956). The correlation 

coefficient of 0.6941 between Tobin’s Q and ROA is reasonably high, but excluding ROA from 

the analysis resulted in a substantial drop in adjusted R-squared and according to literature it is 

also an important factor in determining the amount of share repurchases (Jiraporn et al., 2011). 

Further, no high correlations are found between the independent variables. 
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Table 4. Correlation matrix  

This table provides information about the correlation for the regression variables used in the empirical analyses. The symbols ***, **, * denote statistical significance at the 

1%, 5% and 10% levels, respectively 

 

 

  Divr Repr Payr CG score Tobin’s Q SR CR Size Leverage Cash ratio ROA 
Firm 

maturity 
Divr_lag1 MD Credit 

Divr 1 
              

Repr 0.0452*** 1 
             

Payr 0.6362*** 0.7833*** 1 
            

CG score 0.0380*** 0.2321*** 0.1921*** 1 
           

Tobin’s Q 0.4243*** 0.3222*** 0.5103*** 0.0955*** 1 
          

SR 0.0644*** -0.2632*** -0.1563*** -0.2700*** -0.1143*** 1 
         

CR 0.1351*** -0.2216*** -0.0865*** -0.1415*** -0.0821*** 0.7049*** 1 
        

Size -0.1991*** -0.0271*** -0.1441*** 0.1010*** -0.2897*** -0.1174*** -0.1701*** 1 
       

Leverage -0.1182*** -0.0227*** -0.0878*** 0.1685*** -0.2007*** -0.1275*** -0.0965*** 0.2496*** 1 
      

Cash ratio 0.1054*** 0.1432*** 0.1743*** -0.1260*** 0.3265*** -0.0162*** -0.0174*** -0.1893*** -0.3834*** 1  

    

ROA 0.4729*** 0.3830*** 0.5792*** 0.1536*** 0.6941*** -0.1063*** -0.0739*** -0.2280*** -0.1642*** 0.2071*** 1     

Firm 

maturity 
0.1210*** 0.3369*** 0.3224*** 0.1812*** 0.1912*** -0.1606*** -0.1278*** 0.0867*** 0.0524*** 0.0276*** 0.2712*** 1 

   

Divr_lag1 0.8121*** 0.0086 0.4835*** 0.0451*** 0.4050*** 0.0575*** 0.1356*** -0.2112*** -0.0871*** 0.0903*** 0.4127*** 0.1054*** 1 
  

MD 0.0581*** 0.1576 ** 0.1511*** 0.3332*** 0.1395*** -0.0304*** -0.0732*** -0.1113*** 0.0142*** 0.0188*** 0.1102*** 0.1309*** 0.0534*** 1 
 

Credit -0.1605*** 0.2456*** 0.0916*** 0.2439*** 0.0472*** -0.0941*** 0.0984*** 0.0209*** 0.0239*** 0.0717*** 0.0650*** 0.1918*** -0.1602*** 0.4187*** 1 
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5.3 Multivariate analysis  

Firms’  payout policy consists of the amount that is paid and the likelihood of paying. In this 

section I test both payout policies by OLS regressions and logit regressions. 

5.3.1 Corporate governance quality and payouts 

Beside the choice of disbursing cash to the shareholders or not, firms also have to make a 

decision about the amount to pay to the shareholders. I test the relationship between firms’ 

corporate governance quality and the amount of paying dividends, share repurchases and total 

payout by multivariate OLS analysis.  

The relationship between corporate governance quality and the amounts of dividends, share 

repurchases, and total payout are tested using four variations of regressions and shown in Table 

5. First in model 1, I test the main relationship between corporate governance quality, proxied 

by corporate governance score, and the amount dividends paid, addressed by the divided ratio. 

Then in model 2, I test whether firms’ growth opportunities, represented by Tobin’s Q, lower 

the amount of dividends paid. Next in model 3, I include shareholder rights  in the regression, 

to see the impact of a country’s shareholder rights on the amount of dividends paid. At last, I 

separately test the influence of a country’s creditor rights on the amount of dividend payout 

using the model as stated in equation (5). I follow the same methods for model 5-12, but alter 

the regression specification to the amount of share repurchases (columns 5-8), proxied by the 

share repurchase ratio, and total payout denoted by the total payout ratio (columns 9-12). 

In model 1, I test the main relationship between corporate governance quality and dividends 

payouts in this research. The coefficient for corporate governance is insignificant, thus we have 

to reject the first hypothesis that firms with higher corporate governance quality pay higher 

dividends. Additionally, looking at the control variables we can see that firm size is insignificant 

in this sample, hence I cannot confirm that larger firms pay higher dividends. The estimate of 



31 

 

the coefficient for leverage is negative and statistically significant at the 1% level, indicating 

that levered firms pay lower dividends, consistent with the predicted sign. The coefficient for 

cash holdings shows insignificancy, therefore no clear relationship with the amount of 

dividends paid, corresponding with the predicted sign. Looking at the profitability of a firm 

measured by ROA, which shows a positive and statistically significant coefficient at the 1% 

level, we can say that profitable firms pay higher dividends. Moreover, firms with higher earned 

to contributed capital mix represented by the firm maturity have a positive and statistically 

significant coefficient at the 5% level. This suggests that firms further proceeded in their life 

cycle pay higher dividends, consistent with the notion of DeAngelo  et al. (2009). As expected, 

the estimate of the coefficient of one-year lagged dividends shows a strong positive relation 

with current dividends paid of 1% statistically significance. According to Lintner (1956) the 

amount of dividends paid by a firm are quite stable over time, since dividends are sticky. In 

model 2, I test whether growth opportunities cut dividends, however the results for Tobin’s Q 

show a positive and statistically significant coefficient at the 1% level in all models. Therefore, 

I cannot confirm the notion that firms with high growth opportunities pay less dividends (LLSV, 

2000), in this sample I find evidence that these firms pay higher dividends. The control variables 

included have almost the same estimates as reported in model 1. Following, in model 3 

shareholder rights are included. The coefficient of corporate governance score turns positive 

and statistically significant at the 1% level, confirming hypothesis 1 that firms’ corporate 

governance quality is positively related to dividend payouts under the condition that we control 

for shareholder rights. Furthermore, the coefficient for Tobin’s Q stays positive and statistically 

significant at the 1% level. Further, the results reveal consistency with the theory that stronger 

shareholder rights are associated with higher dividend payouts (LLSV, 2000; Bae et al., 2012). 

Moreover, replacing shareholder rights for creditor rights in model 4 shows a positive and 

statistically significant coefficient at the 5% level for corporate governance score. The 
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coefficient for Tobin’s Q is consistent with model 3 and stays positive and statistically 

significant at the 1% level. Including creditor rights reveals a coefficient that is positive and 

statistically significant at the 1% level, corresponding with the coefficient for shareholder 

rights. Although, the coefficient for firm maturity is insignificant, the other discussed relations 

with the control variables stay consistent. Hence, we cannot say that the firm’s life cycle 

determines the amount of dividends paid. Additionally, to control for country characteristics, 

model 3 and 4 are controlled for financial market development. The coefficient for stock market 

development is positive, while credit market development shows a negative coefficient, both 

statistically significant at the 1% level. Suggesting that firms active in developed stock markets 

have higher dividend payouts, but developed credit markets lower the dividend payments. 

Therefore, the coefficients for shareholder and creditor rights conform to the expectations that 

firms operating in countries with better protection rights have higher dividend payouts 

(Brockman and Unlu, 2009). Model 1-4 report an adjusted R2 of 70%. The drop in total number 

of observations from 21,967 to 18,591 can be justified by the missing values for financial 

market development by the World Bank. Recent data on stock market development for some 

countries are not available. For example Denmark, Finland, Sweden and Great Britain do not 

have data from 2013 until 2016, Italy not for 2015 and 2016, Honk Kong has no data as of 2005 

and Taiwan for the whole time-frame (2002-2016). 

Model 5-8 present the results regarding the determinants of the level of share repurchases. In 

model 5, I test hypothesis 1 that covers the sensitivity of the amount of share repurchases to 

changes in corporate governance quality. The coefficient for corporate governance score is 

positive and statistically significant at the 1% level through all four models, indicating that 

firms with a better corporate governance score have higher share repurchase ratios. This implies 

that firms’ corporate governance quality is positively associated with the amount of share 

repurchases, therefore we can accept hypothesis 1. Additionally, model 1 controls for firm 
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characteristics in this research. First, the variable cash ratio is positive and statistically 

significant at the 1% level, hence implying that firms with higher cash holdings are associated 

with larger share repurchases. Moreover, the coefficient for ROA is again positive and 

statistically significant at the 1% level, indicating that profitable firms undertake larger share 

repurchases. Share repurchases of well-established firms are larger than firms in the beginning 

of their life cycle, this can be concluded when looking at the coefficient for firm maturity, which 

is positive and statistically significant at the 1% level. Interestingly, the amount of share 

repurchases is negatively related to one-year lagged dividends, as can be seen from the negative 

and statistically significant coefficient for lagged dividends. This result can be interpreted as an 

increase of the dividend ratio by 1, causes the following year a decrease of share repurchase 

ratio of 0.169. Implying that an increase of dividends results in a lower decrease of share 

repurchases or not in a decrease of an equal amount in share repurchases. This suggests that 

dividends and share repurchases are complementary rather than substitutive, which is consistent 

with the view of Floyd et al. (2015). Firm size and leverage show insignificant coefficients, 

hence we cannot say that they determine the level of share repurchases within a firm. In model 

6, the regression specification is extended with the effect of growth opportunities on the share 

repurchase ratio. Again, I find a coefficient that is positive and statistically significant at the 

1% level and the coefficient for corporate governance score is consistent with model 5. Firms 

with higher growth opportunities are associated with larger share repurchases. In model 7 and 

8, I  test whether a country’s protection rights influence the amount of share repurchases. The 

results presented show coefficients for shareholder and creditor rights that are negative and 

statistically significant at the 1% level, indicating that firms in countries with better protection 

rights have lower share repurchases. In model 7, the corresponding control variables for 

financial market development show estimates of the coefficient for stock market development 

that is insignificant, while the coefficient for credit market development is positive and 
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statistically significant at the 1% level. Moreover, model 8 shows a negative and statistically 

significant coefficient at the 1% level for stock market development and a positive and 

statistically significant coefficient at the 1% level for credit market development. Hence, 

suggesting that firms in developed stock markets have higher share repurchase ratios, while 

firms in developed credit market have lower share repurchase ratios. 

To conclude, I analyze the determinants of the total payout, thus dividends and share 

repurchases together. Model 9 shows the coefficient for corporate governance score is again 

positive and statistically significant at the 1% level through all four models. Implying, that firms 

with higher corporate governance quality disburse more cash by dividends and share 

repurchases, therefore we can accept hypothesis 1 that firms’ corporate governance quality is 

positively associated with total payouts. Additionally, the control variables show the expected 

signs. Since dividends make up a larger portion of the sample average total payout ratio, the 

lagged dividends are as expected positive and therefore predict the total payout for the following 

year. Model 9 shows a negative and statistically significant coefficient at the 5% level for firm 

size, indicating that larger firms have a lower total payout. Model 10-12 show the persistence 

of the coefficient for Tobin’s Q, which is positive and statistically significant at the 1% level. 

Hence, firms with high growth opportunities disburse more cash through dividends and share 

repurchases than firms with low growth opportunities. Model 11 and 12 include the country-

level variables and present for both shareholder and creditor rights a negative and statically 

significant coefficient at the 1% level. Indicating, that firms active in countries with better 

protection rights disburse less cash through dividends and share repurchases than countries with  

worse protection rights. Hence, dividends and share repurchases together perform as substitutes 

for low shareholder and creditor rights. 
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Table 5. Corporate governance quality and payouts  

This table shows the results of the OLS regression to test the effect of corporate governance quality on the amount of dividends paid (Dividend ratio), share repurchases (Share 

repurchase ratio), and total payout(Total payout ratio). The dependent variable, Dividend ratio, Share repurchase ratio, and Total payout ratio, is the ratio of dividends, share 

repurchases, and total payout to total assets, respectively. The sample period is 2002 to 2016. Variable definitions and data sources can be found in Appendix A, Table 1. The 

symbols ***, **, * denote statistical significance at the 1%, 5% and 10% levels, respectively. Robust, clustered standard errors are provided in the brackets. 
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5.3.2 Corporate governance quality and the probability to pay 

Table 6 presents the regression results using the logit specification to test the probability of 

paying dividends, share repurchases or both. The dummies contain the dividend payer dummy 

(Payer_d), the share repurchase payer dummy (Payer_rep), and the total payer dummy 

(Payer_t). Variable definitions and data sources can be found in Appendix A, Table 1. I estimate 

four variations of regressions similar to table 6. Firslty, in model 1 I estimate the probability of 

paying dividends as a function of firms’ corporate governance quality controlling for firm 

specific characteristics. However, the estimated coefficient for corporate governance score is 

insignificant. Model 2 performs the same regression, but adds firms’ growth opportunities as 

control variable and finds again an insignificant relationship between corporate governance 

quality and the propensity to pay dividends. The firm-level control variables suggest that larger, 

more profitable, and mature firms are more likely to pay dividends. Moreover, the results show 

that firms are less likely to pay dividends with higher leverage, cash holdings and growth 

opportunities. In model 3, the estimated coefficient of -0.0682 for corporate governance score 

becomes negative and statistically significant at the 1% level when shareholder rights are 

included in the regression specification, suggesting that higher corporate governance quality 

decreases the likelihood of paying dividends. Moreover, including creditor rights in model 4 

shows an estimated coefficient of -1.250 for corporate governance score that is negative and 

statistically significant at the 1% level. I can accept hypothesis 2b, suggesting that firms with 

higher corporate governance quality have restrictive dividend policies when controlling for 

protection rights. However, the coefficients for shareholder and creditor rights are positive and 

statistically significant at the 1% level, suggesting that firms located in countries with stronger 

shareholder and creditor rights are more likely to pay dividends.  

Secondly, I perform the same logistic regression and I estimate four variations of regressions, 

but the specification is now altered to the probability of share repurchases. Model 5 estimates 
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the probability of share repurchases as a function of firms’ corporate governance quality. The 

estimated coefficient of 0.597 for corporate governance score is positive and statistically 

significant at the 1% level. Suggesting that firms with higher corporate governance scores are 

more likely to disburse cash by share repurchases. Additionally, model 6 includes firms’ growth 

opportunities as control variable, the reported coefficient of 0.587 remains positive and 

statistically significant at the 1% level. However, the coefficient for growth opportunities is 

negative and statistically significant at the 1% level, suggesting that firms with high growth 

opportunities are less likely to pay dividends than firms without growth opportunities. The firm-

level control variables are consistent with the probability of paying dividends, although the 

coefficient for cash ratio turns positive and statistically significant at the 1% level, suggesting 

that firms with higher cash holdings are more likely to have share repurchases. Next, model 7 

tests the main relationship by controlling for shareholder rights and shows that the coefficient 

of -0.242 for corporate governance score is negative and statistically significant at the 5% level. 

However, model 8 controls for creditor rights and presents that the coefficient of -0.116 for 

corporate governance score is negative and insignificant. Therefore, I accept hypothesis 2b, 

suggesting that firms with better corporate governance quality are less likely to distribute cash 

through share repurchases, when controlling for shareholder rights. Furthermore, shareholder 

rights are positively related to the probability of share repurchases, while creditor rights are 

negatively related to the probability of share repurchases, suggesting that firms operating in 

countries with strong shareholder rights are more likely to repurchase shares, whereas strong 

creditor rights indicate that firms are less likely to have share repurchases. Additionally, all 

control variables, except cash ratio, stay statistically significant at the 1% level.  

At last, I perform the same logistic regression for the probability that a firm disburses both cash 

by dividends and share repurchases. In model 9 the reported coefficient for corporate 

governance score is 0.567 and statistically significant at the 1% level. Moreover, this 
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relationship stays almost consistent when controlling for firms’ growth opportunities. The 

coefficient for growth opportunities is negative and statistically significant at the 1% level, 

suggesting that firms with high growth opportunities are less likely to pay both dividends and 

share repurchases. Moreover, firms operating in countries with strong shareholder rights are 

more likely to pay both dividends and share repurchases, while firms active in countries with 

strong creditor rights are less likely to have both dividends and share repurchases. Concluding, 

the higher quality of corporate governance decreases the probability of paying both dividends 

and share repurchases, when controlling for countries’ protection rights. 

The overall finding is that better corporate governance increases the likelihood of share 

repurchases and total payout when controlling for firm specific characteristics. However, high 

corporate governance quality decreases the probability that a firm disburses cash to the 

shareholders in the form of  dividends, share repurchases or paying both, when controlling for 

shareholder rights. This suggests that shareholders can have substantial impact on the payout 

policy of a firm.  Moreover, creditors also exert pressure on the firm’s propensity to pay 

dividends or both dividends and share repurchases. 



39 

 

Table 6. Corporate governance score and the probability of paying  

This table shows the results of the logit regression to test the effect of corporate governance quality on the likelihood of paying dividends (Payer_d), share repurchases 

(Payer_rep), or both (Payer_t). The dependent variable, Payer_t, Payer_rep, and Payer_t equals one if the firm pays dividends, share repurchases, or both, otherwise equals 

zero. The sample period is 2002 to 2016. Variable definitions and data sources can be found in Appendix A, Table 1. The symbols ***, **, * denote statistical significance at 

the 1%, 5% and 10% levels, respectively. Robust, clustered standard errors are provided in the brackets. 
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5.3.3 Interaction effects  

In this research I examine the main relationship between firms’ corporate governance quality 

and payout policy. However, it is unlikely that this relationship stands alone from interactions 

with other firm- and country-level characteristics. Therefore, in this section I test the hypotheses 

2 and 3, specifically the interaction effect of firms’ corporate governance score with growth 

opportunities and with country’s protection rights on payout ratios.  

Firstly, I include the interaction effects between firms’ corporate governance score and Tobin’s 

Q, shareholder and creditor rights in the analysis. Table 7, model 1 shows the Tobin’s Q 

interaction effect, however the coefficient for the variable is insignificant. This suggests that  

high growth opportunities of well governed firms do not lower dividends, therefore I reject 

hypothesis 3.  In model 2, I account for the interaction effect of firms’ corporate governance 

score with shareholder rights on dividend payouts and model 3 tests whether creditor rights 

impact the relationship between corporate governance score and dividend payouts. However, 

the models show no statically significance, hence we can reject hypothesis 4. I find that the 

interaction effects do not significantly add to the model, thus the firm-specific moderator growth 

opportunities and country-specific moderators protection rights do not have a significant impact on 

the relation between corporate governance score and dividend payouts.  

The models 4-6 present the regression results of the interaction effect of Tobin’s Q, shareholder and 

creditor rights with firms’ corporate governance score on share repurchase ratio. Model 4 shows 

that the coefficient for corporate governance score is negative and statically significant at the 5% 

level, suggesting that when controlling for firms’ growth opportunities well governed firms disburse 

less share repurchases. The coefficient for Tobin’s Q is negative and statically significant at the 1% 

level, indicating that high growth opportunities lowers the amount of share repurchases. However, 

when I test the interaction effect of Tobin’s Q with corporate governance score on the level of share 

repurchases I find a coefficient that is positive and statically significant at the 1% level. Therefore, 
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we can accept hypothesis 3 that firms’ growth opportunities weaken the relationship between 

corporate governance quality and share repurchases. This implies that well governed firms with 

high growth opportunities distribute less cash through share repurchases than well governed 

firms with low growth opportunities. Next, model 5 presents the shareholder rights interaction 

effect, the coefficient is negative and statistically significant at the 1% level. Following, model 

6 shows the coefficient for the creditor rights interaction effect and is also negative and 

statistically significant at the 1% level. In the models 5 and 6, the coefficient for corporate 

governance score is positive and statistically significant at the 1% level, while the interaction 

effect with protection rights is negative and statistically significant at the 1% level, therefore I 

reject hypothesis 4. Hence, well governed firms in countries with better protection rights have 

lower share repurchases than well governed firms in countries with worse protection rights. 

This implies that shareholders as well as creditors can enforce pressure to lower the amount of 

share repurchases.  

At last, we test the interaction effects on firms’ total payout ratio. In model 7, the coefficient 

for corporate governance score is negative and statistically significant at the 1% level, hence 

when taking into account the moderating role of firms’ growth opportunities the positive 

relationship with total payouts becomes negative. The coefficient for Tobin’s Q is negative and 

statically significant at the 1% level, suggesting that high growth opportunities reduces the total 

payout. Further, the interaction effect of Tobin’s Q with corporate governance score on the total 

payout is positive and statically significant at the 1% level. Therefore, we can accept hypothesis 3 

that firms’ growth opportunities weaken the relationship between corporate governance quality 

and total payout. This suggests that well governed firms with high growth opportunities have 

lower total payout than well governed firms with low growth opportunities. Furthermore, 

models 8 and 9 show the similar coefficients for the interaction effects between corporate 

governance score and protection rights on total payouts. Therefore, we can argue the same as 
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for the amount of share repurchases and reject hypothesis 4, however we can reason that well 

governed firms in countries with better protection rights have lower payouts than well governed 

firms in countries with worse creditor rights. Hence, in countries with strong protection rights 

both shareholders and creditors can influence the total payout structure of a company.  

Table 7. Interaction effects    

This table shows the results of the OLS regression to test the effect of growth opportunities and protection rights 

on the relation between corporate governance quality and the amount of dividends paid (Dividend ratio), share 

repurchases (Share repurchase ratio), and total payout(Total payout ratio). The dependent variable, Dividend 

ratio, Share repurchase ratio, and Total payout ratio, is the ratio of dividends, share repurchases, and total payout 

to total assets, respectively. The sample period is 2002 to 2016. Variable definitions and data sources can be found 

in Appendix A, Table 1. The symbols ***, **, * denote statistical significance at the 1%, 5% and 10% levels, 

respectively. Robust, clustered standard errors are provided in the brackets. 
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5.4 Robustness checks 

The descriptive statistics per country indicated that the United States composed 31% of the 

sample. Furthermore, the United States follows a different pattern in the likelihood of paying 

dividends, share repurchases or both and has different payout policy compared to the global 

average. For robustness purposes, I therefore exclude the United States from the analysis and 

find that the results strength the evidence of corporate governance quality positively affecting 

payout ratios and that previous results are not driven by one specific country, such as the United 

States.  

Table 8 provides the results concerning the amount that is paid as dividends, share repurchases 

and together. Again, I test the relationship between firms’ corporate governance quality and the 

amount of paying dividends, share repurchases and total payout, but exclude the United States 

in the analysis. The coefficients for the variables dividend ratio, share repurchase ratio, and 

total payout ratio are positive and statically significant at the 1% level, corresponding with full 

sample. Hence, we can argue that firms with better corporate governance quality pay higher 

dividends, share repurchases and total payouts. The coefficients for Tobin’s Q are consistent 

with earlier reported estimates, thus these results are not driven by the United States or by the 

global sample without the United States. Moreover, the coefficient of shareholder rights in 

column (6) and (10) is still negative and statistically significant at the 1% level. Furthermore, 

the coefficient of creditor rights in column (6) and (10) is also negative. But statistically 

significant at the 5% level. The only substantial change in the results is that the coefficients for 

shareholder and creditor rights in column (2) and (3) become insignificant, hence we may argue 

that in countries other than the United States protection rights do not have a similar effect on 

firms’ dividend payouts. 
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Table 9 presents the results regarding the probability of paying dividends, share repurchases or 

both in a regional sample. In this way, I can test whether the results are driven by the United 

States. The main relationship between corporate governance quality and the probability of 

paying dividends, share repurchases or both is consistent with the full sample. However, in 

column (7) and (11) the coefficient for corporate governance score loses its significance when 

controlling for creditor rights. Nevertheless, corporate governance quality is negatively related 

to the likelihood of paying share repurchases or both dividends and share repurchases when 

controlling for shareholder rights, indicating that  shareholder rights determine the probability 

of a firm disgorging cash through share repurchases or both dividends and share repurchases. 

Next, the estimates of the coefficients for Tobin’s Q stay consistent with the full sample, hence 

firms with higher growth opportunities are less likely to disburse cash to its shareholders. 

Further, column (2) shows that the coefficient for shareholder rights on the probability of paying 

dividends stays positive and statically significant at the 1% level, while in column (6) and (10) 

the coefficient becomes negative and statistically significant at the 1% level, suggesting that 

stronger shareholder rights are associated with higher dividend payouts, while stronger 

shareholder rights lower the amount of share repurchases and total payout.  
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Table 9. Payout ratios – regional sub-sample analysis  

This table shows the results of the OLS regression to test the effect of corporate governance quality on the amount of dividends paid (Dividend ratio), share repurchases (Share 

repurchase ratio), and total payout(Total payout ratio). The dependent variable, Dividend ratio, Share repurchase ratio, and Total payout ratio, is the ratio of dividends, share 

repurchases, and total payout to total assets, respectively. The sample period is 2002 to 2016. Variable definitions and data sources can be found in Appendix A, Table 1. The 

symbols ***, **, * denote statistical significance at the 1%, 5% and 10% levels, respectively. Robust, clustered standard errors are provided in the brackets. 
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Table 8. Probability of paying – regional sub-sample analysis   

This table shows the results of the logit regression to test the effect of corporate governance quality on the likelihood of paying dividends (Payer_d), share repurchases 

(Payer_rep), or both (Payer_t). The dependent variable, Payer_t, Payer_rep, and Payer_t equals one if the firm pays dividends, share repurchases, or both, otherwise equals 

zero. The sample period is 2002 to 2016. Variable definitions and data sources can be found in Appendix A, Table 1. The symbols ***, **, * denote statistical significance at 

the 1%, 5% and 10% levels, respectively. Robust, clustered standard errors are provided in the brackets. 
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Lastly, as in previous research I include lagged values to estimate the results (Von Eije and 

Megginson (2008); Jiraporn et al. 2011). Variables preceded with the capital letter L are one-

year lagged variables.  Table 10 provides the results, in which identical firm- and country-

level characteristics are included as in previous regressions. The lagged variables should 

control for the unobservable firm-specific characteristics that may be omitted in the models. 

After including these lagged variables in the regression, the degrees of significance stay 

similar, but the coefficients for the corporate governance score are lower. 

I only focus on the models that represent the hypotheses. Consistent  with the previous results 

table 10, models 1-4 show that we cannot draw conclusions regarding  the impact of firms’ 

growth opportunities and country-level protection rights on the relationship between corporate 

governance quality and dividend payouts. However, models 5-8 present corresponding 

results. In column (5) the coefficient for corporate governance score is still positive and 

statistically significant at the 1% level, confirming hypothesis 1 a positive association 

between corporate governance quality and the amount of share repurchases. Moreover, 

column (6) takes into account the moderating role of firms’ growth opportunities, again the 

results indicate that well governed firms with high growth opportunities disburse less cash 

through share repurchases than well governed firms with low growth opportunities. Further, 

column (7) and (8) reflect the country’s protection rights, both the interaction terms of 

shareholder and creditor rights are negative and statistically significant at the 1% level, 

suggesting that stronger protection rights enable shareholders and creditors to affect a well 

governed firm’s decision on the amount of share repurchases. Finally, models 8-12 analyze 

the persistence of the relationship between corporate governance score and total payouts, and 

the moderating role of  firms’ growth opportunities and countries’ protection rights. Column 

(8) shows the coefficient for corporate governance score, and remains positive and 

statistically significant at the 1% level. Moreover, column (9) indicates that firms’ growth 
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opportunities alleviate the relationship between corporate governance quality and total 

payouts confirming hypothesis 3. At last, model 11 and 12 test whether a country’s protection 

rights affect the relationship between corporate governance quality and total payout. I find  

similar results, although the coefficient of the interaction effect of shareholder rights is only 

statistically significant at the 10% level, suggesting that stronger shareholder and creditor 

rights weaken the relationship between corporate governance quality and total payouts. 

Overall, the aforementioned relationships remain consistent with previous reported results.
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Table 10. Corporate governance quality, moderators, and payouts   

This table shows the results of the OLS regression to test the effect of growth opportunities and protection rights on the relation between corporate governance quality and the 

amount of dividends paid (Dividend ratio), share repurchases (Share repurchase ratio), and total payout(Total payout ratio). The dependent variable, Dividend ratio, Share 

repurchase ratio, and Total payout ratio, is the ratio of dividends, share repurchases, and total payout to total assets, respectively. The variables preceded by the capital letter 

L are one-year lagged variables. The sample period is 2002 to 2016. Variable definitions and data sources can be found in Appendix A, Table 1. The symbols ***, **, * 

denote statistical significance at the 1%, 5% and 10% levels, respectively. Robust, clustered standard errors are provided in the brackets. 

 



50 

 

6. Conclusion 

A vast amount of research has been focused on dividends, but including share repurchases has 

been underrepresented so far. Firms determine their payout policy by both dividends and share 

repurchases, while the popularity of share repurchases has experienced a strong growth. 

The objective of this study was to investigate firms’ payout policy all around the world. This 

research mainly focused on examining the relationship between corporate governance quality 

and payout policy. The payout policy of a firm can be divided in two parts, the decision to pay 

and the amount to pay. I tested the developed hypotheses to see the influence of corporate 

governance quality on the payout policy. Moreover, I included in this research firms’ growth 

opportunities to see whether well governed firms with high growth opportunities have different 

payout policies than well governed firms with low growth opportunities. Furthermore, I 

attempted to investigate if a country’s protection rights are a driving force in the relationship 

between corporate governance quality and payout policy.  

In order to contribute to the international governance literature this research consisted of 37 

countries all around the world. The final sample contains 25,773 firm-year observations that 

resembles 3,904 firms over the period 2002-2016. First of all, firms with better corporate 

governance disburse more cash to their shareholders. Moreover, I tested the probability of 

paying dividends, share repurchases or both. Empirical results show that firms with high 

corporate governance quality are positively related to the probability of share repurchases or 

both dividends and share repurchases. However, this relationship becomes negative when I 

control for shareholder rights, suggesting that shareholders can impose restictions on a firm’s 

decision to disburse cash trough dividends and share repurchases. 

The findings yield some interesting results from a theoretical perspective. The results confirm 

that corporate governance quality is positively related to payout ratios, consistent with the 
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perspective of the free cash flow hypothesis (Jensen, 1986) and the outcome dividend model 

(LLSV, 2000). Interestingly, studies regarding share repurchases are underrepresented, this is 

where the study contributes to the corporate payout literature. Well governed firms distribute 

less cash through share repurchases and total payout when they experience high growth 

opportunities. Moreover, well governed firms have lower share repurchases and total payout in 

countries with strong protection rights, indicating that both shareholders and creditors exert 

significant control over corporate payout policies. 

The results are also relevant from a managerial perspective and involve several implications. 

Firms who are looking to expand to foreign countries need to take the different payout policy 

patterns per country into consideration. Furthermore, when shareholders and creditors can 

enforce power, they seem to influence the amount of share repurchases and total payout. 

Therefore, when CFOs determine the firms’ payout policy, it is likely that both shareholders 

and creditors attempt to influence firms’ payout decision. 

At last this study has different limitations and asks for future research. Data availability on the 

corporate governance score was limited, therefore I had to eliminate firms with missing 

corporate governance scores from the sample. The excluded observations were merely 

originated from developing countries, hence creating a sample bias to more developed markets. 

Secondly, omitted factors, such as taxation could influence the findings. According to recent 

research taxation has an impact on payout, but its impact is hidden by agency issues and 

shareholder conflicts. The authors base their evidence on a Swedish sample of small, 

entrepreneurial firms (Jacob and Michaely, 2017). However, Jiraporn et al. (2011) interact tax 

rate changes with firms’ corporate governance score and do not find a significant effect on the 

relationship between corporate governance quality and dividend payouts. Moreover, to 

generalize the findings, in-depth case studies are necessary to report a country’s taxation 

policies regarding dividends and share repurchases. Detailed information, including country-
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specific taxation policies are necessary, but this goes beyond the scope of this research. Finally, 

since this research provides evidence for a significantly effect of corporate governance quality 

on payout policy, consensus on this topic is still limited. Therefore, future research can further 

investigate the specific determinants of corporate governance on the firm’s decision to disburse 

cash through share repurchases.   
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8. Appendix 

Appendix A, Table 1: Variable definitions and data sources. 

Variable Definition Source 

Divr – Dividend ratio The ratio of total paid cash dividends to book 

value of total assets. 

Datastream 

Repr – Share 

repurchase ratio 

The ratio of share repurchases to book value 

of total assets. 

Datastream 

Payr – Total payout 

ratio 

The ratio of dividends and share repurchases 

to book value of total assets. 

Datastream 

Payer_d Dummy equal to one if total paid cash 

dividends are positive, and zero otherwise. 

Datastream 

Payer_rep Dummy equal to one if share repurchases are 

positive, and zero otherwise. 

Datastream 

Payer_t Dummy equal to one if both dividends and 

share repurchases are positive, and zero 

otherwise. 

Datastream 

CG score Firms’ corporate governance quality is 

measured by the Corporate Governance Score 

that ranges from 0-100 and encompasses 

board structure, compensation policy, board 

functions, shareholder rights, and company’s 

overarching vision and strategy. 

ASSET4 – Datastream 

Tobin’s Q (book value of total assets – book value of 

common equity + market value of common 

equity) / book value of total assets 

Datastream 

SR Country-level shareholder rights  (Spamann, 2010)  

CR Country-level creditor rights (Djankov et al., 2007) 

Firm-level control 

variables 

  

Size Natural logarithm of book value of total 

assets in USD. 

Datastream 

Leverage Long-term debt divided by book value of 

total assets. 

Datastream 

Cash ratio Cash and short-term investments divided by 

book value of total assets 

Datastream 

ROA Return on assets; net income divided by book 

value of total assets. 

Datastream 

Firm maturity Firm’s life cycle, which is measured as 

retained earnings-to-equity (DeAngelo et al., 

2006). 

Datastream 

Lagged dividends One-year lagged dividend payout (t−1). Datastream 

Country-level control 

variables 

  

MD Stock market development: total value of 

stock market capitalization to GDP 

Global Financial Development 

Database – World Bank 

Credit Credit market development: domestic credit 

to private sector as a percentage of GDP. 

Global Financial Development 

Database – World Bank 

 


