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中 文 摘 要 ： 在實務中，企業在上市櫃(IPO) 不久後的宣布首次發放股利(DI)可
能會導致除息日落在閉鎖期間內，這些決策可能會違反閉鎖期所設
計的目的。閉鎖期的設計是防止甫上市(櫃)公司大股東在市場上拋
售持股，損害投資人利益。在本研究中，我們研究下列幾個問題
：1.在不同時間點首次發放股利的資訊內涵為何? 2.影響首次發放
股利時間點的決定因素是什麼？3.首次發放股利是否與企業後續增
資(SEO)活動有關？4.首次發放股利是否與機構投資人持股多寡有關
? 從我們進行的所有實證分析來看，對DI的宣布效果是正向積極的
，這與其他實證研究一致。股利殖利率較高樣本的市場反應高於股
利殖利率較低的樣本。我們提出了與DI決策相關的三個主要決定因
素：增資，增資的機率以及機構投資人持股的不足。現有的文獻中
發現首次發放股息的決定與增資的機率和機構所有權的不足高度相
關。我們的分析結果與過去文獻研究差異甚大，機構投資人持股水
平高於DI之前的預期水平，之後逐漸下降，這種現象與其他研究中
發現的現象並不一致，未來的研究可以嘗試不同的方向以多了解台
灣上市櫃公司的股利政策與融資活動的關聯性。

中文關鍵詞： 股利,首次發放股利, 增資, 機構投資人持股

英 文 摘 要 ： In practice, the company’s first announcement of dividends
(DI) shortly after the listing (IPO) may result in the ex-
dividend sunset during the lock-up period, and these
decisions may violate the purpose of the lock-up period.
The design of the lock-up period is to prevent the major
shareholders of the listed company from selling off their
shares in the market and harming the interests of
investors. In this study, we study the following questions:
1. What are the decisive factors affecting the timing of
the dividend initiation? 2. Is the dividend initiation
decision related to the company's subsequent seasoned
equity offering (SEO) activities? 3. Is the dividend
initiation decision related to the ownership held by
institutional investors? From all the empirical analysis we
conducted, the effect on the declaration of DI is positive,
which is consistent with other empirical studies. The
market reaction for the sample of higher dividend yields
was higher than the sample with lower dividend yields. We
proposed three main determinants related to DI decision-
making: seasoned equity offering, the likelihood of
seasoned equity offering, and the inadequate ownership of
institutional investors. The existing literature finds that
the decision to initiate dividends for the first time is
highly correlated with the probability of SEO and the
inadequate of institutional ownership. Our analysis results
are quite different from the previous literature research.
The institutional investors' shareholding level is higher
than the expected level before DI, and then gradually
declines. This phenomenon is inconsistent with the



phenomena found in other studies.

英文關鍵詞： dividends, dividend initiation, seasoned equity offering,
institutional investors ownership
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The Timing and the Determinant of Dividend Initiation: The Case in Taiwan 

Abstract 

In practice, the company’s first announcement of dividends (DI) shortly after the listing 

(IPO) may result in the ex-dividend sunset during the lock-up period, and these decisions may 

violate the purpose of the lock-up period. The design of the lock-up period is to prevent the 

major shareholders of the listed company from selling off their shares in the market and harming 

the interests of investors. In this study, we study the following questions: 1. What are the decisive 

factors affecting the timing of the dividend initiation? 2. Is the dividend initiation decision 

related to the company's subsequent seasoned equity offering (SEO) activities? 3. Is the dividend 

initiation decision related to the ownership held by institutional investors? From all the empirical 

analysis we conducted, the effect on the declaration of DI is positive, which is consistent with 

other empirical studies. The market reaction for the sample of higher dividend yields was higher 

than the sample with lower dividend yields. We proposed three main determinants related to DI 

decision-making: seasoned equity offering, the likelihood of seasoned equity offering, and the 

inadequate ownership of institutional investors. The existing literature finds that the decision to 

initiate dividends for the first time is highly correlated with the probability of SEO and the 

inadequate of institutional ownership. Our analysis results are quite different from the previous 

literature research. The institutional investors' shareholding level is higher than the expected 

level before DI, and then gradually declines. This phenomenon is inconsistent with the 

phenomena found in other studies. 

 

Key words: dividends, dividend initiation, seasoned equity offering, institutional investors 

ownership. 
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緒論 

在實務中，企業在上市櫃(IPO) 不久後的宣布首次發放股利(DI)可能會導致除息日

落在閉鎖期間內，這些決策可能會違反閉鎖期所設計的目的。閉鎖期的設計是防止甫上

市(櫃)公司大股東在市場上拋售持股，損害投資人利益。在本研究中，我們研究下列幾

個問題：1.在不同時間點首次發放股利的資訊內涵為何? 2.影響首次發放股利時間點的

決定因素是什麼？3.首次發放股利是否與企業後續增資(SEO)活動有關？4.首次發放股

利是否與機構投資人持股多寡有關? 從我們進行的所有實證分析來看，對 DI的宣布效果

是正向積極的，這與其他實證研究一致。股利殖利率較高樣本的市場反應高於股利殖利

率較低的樣本。我們提出了與 DI決策相關的三個主要決定因素：增資，增資的機率以及

機構投資人持股的不足。現有的文獻中發現首次發放股息的決定與增資的機率和機構所

有權的不足高度相關。我們的分析結果與過去文獻研究差異甚大，機構投資人持股水平

高於 DI之前的預期水平，之後逐漸下降，這種現象與其他研究中發現的現象並不一致，

未來的研究可以嘗試不同的方向以多了解台灣上市櫃公司的股利政策與融資活動的關聯

性。 

 

 

關鍵字: 股利,首次發放股利, 增資, 機構投資人持股 
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Why do firms initiate dividends? Numerous studies have investigated the rationale behind 

firm’s behavior that will change investors’ information set. Considering two type of firms, one 

does not issue dividend while the other does. There must be a motive or opportunity for firms 

change dividend policy from non-dividend initiation (NDI) to dividend initiation(DI). 

Regardless whatever the motive/opportunity behind such behavior, stock price will change in 

respond to the change of information set that investors hold before dividend initiation. In this 

study, we track all firms that listed over the period 2001-2018 and proceed the analysis on the 

DI decision making. Brav, Graham, Harvery, and Michaely (2005) conduct a survey and point 

out that managers are extremely conservative as to issue dividend or not, largely because they 

believe repurchase policy is more flexible than dividend policy. Once a firm initiates dividend, 

it is a critical issue to maintain the dividend at a certain level. Any change on dividend level 

engender significant effects on a firm’s stock price, which makes managers particularly adverse 

to initiating dividends.  

Some of firms listed in Taiwan practice interesting dividend policy that worthy of further 

discussion. For example, some firms initiate dividends soon after they went public. The first ex-

dividend date might still fall within the lockup period.1 In addition, the stock dividend represents 

a huge proportion of the total dividends. The purpose of lock-up period is to refrain major 

shareholders to sell their shares during certain period after IPO, aiming to protect general 

investors as well as to stabilize stock price from significant selling by major shareholders. 

However, if major shareholders could receive substantial amount of stock dividends before lock-

up period, they might still sell shares that they receive as dividends without violating the law. 

According to signaling theory, profitable firms distinguish themselves by issuing dividends 

                                                 
1 In 2014/6/26, one publicly traded firm in Taiwan announces dividend initiation surrounding IPO date---2014/7/24.  

The total dividends per share amounts to 7.9 per share, including cash dividend 0.79 and stock dividend 7.11. Since the 

total dividend is quite substantial compared to industry average. 
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higher than industry average as good firms. Signaling theory implies that firms will have 

sustainable earnings to continue supporting future dividends. In this study, we tend to explore 

the determinants of the decision on dividend initiation using firms listed in Taiwan.  

 

重要性及國內外有關本計畫之研究情況、重要參考文獻之評述等 

The extant literature proposes several theory related to dividend policy, especially dividend 

initiation. First of all, residual and agency theories of dividends. Second, transactions cost 

hypothesis. Third, catering theory. Fourth, life-cycle explanations. Fifth, signaling models. Sixth, 

cash-rich explanations on dividend initiation. Finally, clientele effects. We will discuss more in 

the following context.  

Residual and agency theories suggest that firms with more free cash flow are likely to 

initiate dividends. Management Firms with lower capital expenditures, lower research and 

development (R&D) expenditures, lower growth opportunity, and higher operating returns have 

more free cash flows. Second, transactions cost hypothesis suggest that there is a link between 

stock liquidity and dividend payout policy. Stock with more (less) liquidity is negatively 

(positively) related to receiving dividends. Past liquidity also serves an important determinant in 

dividend initiation (omission) decisions (Miller and Modigliani, 1961; Banerjee, Gatchev, and 

Spindt, 2007).  

Third, catering theory proposed by Baker and Wurgler (2004), who asserts that firms 

increase the propensity to pay dividend when the stock market dividend premium is high and 

decrease the propensity when it is low. Financial press also suggests that firms could be catering 

to sentiment-driven demand, and therefore decrease dividends during pronounced booms in 

growth and increase dividends when crashes in those firms. Fourth, life-cycle explanations 

suggest that young firms have more growth opportunities relative to mature firms; the former 

tends to reserve earned profits while the latter tends to distribute those as dividends. The 
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dividend payout policy in subject to the trade-off between advantages (e.g., flotation cost savings) 

and the costs of retention (e.g., agency costs of free cash flow).(Fama and French, 2001; 

DeAngelo, DeAngelo, and Stulz, 2006). 

Fifth, signaling models suggests that dividend increases has been used to convey 

information regarding firm’s better prospects (Miller and Rock, 1985; John and Williams, 1985). 

However, studies by DeAngelo, DeAngelo and Skinner (1996), Benartzi, Michaely, and Thaler 

(1997) have failed to support that dividend change predicts abnormal increase in earnings. 

Empirical evidence is less than satisfactory. Sixth, cash-rich explanations on dividend initiation. 

This explanation points out that a firm’s DI decision subjects to the liquidity condition, rather 

than to firm quality. A firm will signal with dividends if the supply of cash is short of the sum of 

the funds needed for the firm’s optimal investment policy or personal needs of the owners. It 

leads to the selling of equity is expected to satisfy the needs of the funds. The DI reveals 

information/prospects to the market, which helps a firm to obtain a correction of stock valuation 

(John and Williams, 1985; Miller and Rock, 1985). 

Finally, clientele effects. Allen et al. (2000) uses clientele effect to explain DI decision. 

Institutional investors, so called informed investors, normally have superior ability to value a 

firm’s stock price. Higher-quality firms have incentive to reveal their information to public so 

as to obtain a fair or favorable valuation, particularly to better-informed investors. Informed 

investors provide not only valuation to firm’s stock, but also monitoring to firm’s operation 

decisions. The information asymmetry might also be lowered when selling equity. On the other 

hand, lower-quality firms do not want to reveal their true information due to informed investors 

monitoring. Allen et al. (2000) shows two implication on DI decision: 1. Firms initiate dividends 

to signal higher-quality in order to attract certain clientele. 2. These certain clientele normally 

possess superior ability to value stock price or monitor firm’s operation.  

Some other researches focus on signaling models in which dividends contain information 
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about the level of a firm’s free cash (Lipson, Maquieira, and Megginson, 1988; John and 

Williams, 1985; Miller and Rock, 1985). In John and Williams(1985)’s research, they propose a 

firm will try to sell shares in the market if the sum of funds needed for optional investment 

opportunities and the personal cash needs of firm’s owner is greater than the supply of the cash 

of the firm. If cash needs cannot be satisfied by personal funds from insider or owner, it’s 

inevitable that the firms need to raise the capital for their investment from the market. Therefore, 

the firm will obtain correct market valuation through dividend signaling, aiming to reduce 

information asymmetry in the following raising equity event.  

These are theories and hypotheses proposed by extant literature. In addition to that, some 

researchers also propose that ownership structure might play an important role in dividend 

payout policy. Thanatawee (2014) investigate whether ownership structure affects dividend 

payout policy. His finding suggests that higher ownership by the ultimate major shareholder, 

ownership concentration and government ownership are more likely to pay dividends. The 

probability of paying dividends decreases when institutions hold more shares. Chou (2015) 

examines market reaction in the short-run and long-run stock performance subsequent to DI. 

The empirical evidence shows that firms whose DI decision made within 1-year underperform 

firms whose DI decision made not within 1-year subsequent to IPO both in short-run and long-

run stock performance. When the firms decide to initiate dividends, which could be distributed 

in the forms of cash or stock dividend. Some firms pay the dividends in cash, some pay in stock 

dividends, while some pay in the forms of both cash and stock dividends. To the best of my 

knowledge, there are not many research devoted to investigating the decision making on which 

kind of dividend to be initiated on DI. Why firms choose one form of dividend over the others? 

Furthermore, due to lockup period regulation, insiders are restricted from selling their shares in 

public within a certain period after IPO. Yet, some firms declare to initiate dividends with great 

proportion in stock dividends. Is it simply because those firms have capital needs for potential 
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investment opportunity or for liquidity issues for insider holdings. If the former reason sustains, 

we should observe the firms will have great amount of capital expenditures or make significant 

investment in the following years. If the latter reason sustains, we might observe the insiders 

ownership decreases subsequent to dividend initiation because insiders can legally sell stocks, 

which they received as dividends, in the market without being restricted due to lockup period 

regulation.   

Based on the discussion aforementioned, we propose to conduct the following research 

analyses in this study: 1. The information content of dividend initiation taking place on different 

timing. 2. What are the determinants that affect the decision for the time-to-DI decisions? 3. 

Does capital needs of insiders’ personal level associate with DI decision, as well as with which 

kind of dividend to be distributed? In addition to analyze the determinants that affect the decision 

for the time-to-DI. The primary hypothesis We propose to test is that insiders who like to increase 

the liquidity of their own holdings is highly associated with payout policy which initiates 

dividends with relative high proportion of stock dividends within 1-year subsequent to IPO. 

 

Data, Sample Selection, and Variable Definitions 

Data Source 

We use firms listed in both TSE and OTC in Taiwan from 2001-2018 as samples in this 

study. We exclude financial and utility industry from our samples. We check the first dividend 

initiation in TEJ and denote that year as the DI year. In order to proceed this empirical study, 

sample must be meet the following criteria to be included in final sample: 1. sufficient financial 

data, 2. sufficient stock prices and returns data, 3. sufficient information in underwriting process.  

Sample Selection 

Following Kale, Kini and Payne (2012), We also classify all firms into DI and nondividend-

initiating (NDI). In each year, firms that initiate dividends are classify as DI, a dummy variable 
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with value equals to 1; while the rest of firms in sample are classify as NDI, a dummy variable 

with value equals to 0. Once firms are classify as DI at certain point, we stop tracking those 

firms in the following year. We repeat this procedure in each year.2  

To test another hypothesis, which addresses the association between insiders’ personal 

capital needs and forms of dividend distributed in DI. There are two specifications. In first 

specification, we define the dependent variable as follows. DI dummy variable takes value of 1 

for firms conducting DI within 1-year subsequent to IPO with stock dividend more than 50% of 

all distributed dividend; else takes value of 0. In the second specification, we define DI dummy 

variable takes value of 1 for firms conducting DI within 1-year subsequent to IPO with cash 

dividend more than 50% of all distributed dividend; the rest takes value of 0. 

Variable Definitions 

1. Signaling Variables 

John and Williams (1985) suggest that DI decision subjects to the needs to issue seasoned 

equity subsequent to IPO. According to their model, DI decision is positively related to the 

likelihood of issuing seasoned equity offering (SEO). Therefore, in this study, two stages of 

analyses are performed. In the first stage, use probit regression to estimate the likelihood of 

issuing SEO within 3-year(2-year) subsequent to IPO, denoted by PB3Y(PB2Y). Allen et 

al.(2000) model suggests institutional ownership plays a determined role in dividend policy. 

They use the difference between the predicted and actual levels of institutional ownership to 

proxy the deficit, denoted as DEFICIT-INT. Using OLS regression allows us to compute the 

predicated value of institutional ownership, along with other control variables suggested by 

extant literature (see Kale, Kini and Payne, 2012). At the second stage, Probit model is 

perform, where DI dummy variable is used as dependent variable and PB3Y(PB2Y) and 

DEFICIT-INT are used as one of the major tested variables. 

                                                 
2 For classification detail, please see Kale et al. (2012), p.371. 
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2. Other Variables 

In addition to major variables tested in this study, We also incorporate some other variables 

stated below (See Kale, Kini and Payne (2012)). 

MBR the ratio of the market value (MV) of the 

firm’s assets (sum of the MV of equity 

and the book value of all debt to their 

book value) 

LgTA the natural log of total assets of the 

firm 

Debt the ratio of long-term debt to total assets 

Age 1 + the number of years elapsed 

between the observation year and 

the IPO year 

Beta the βEQUITY of the firm’s stock 

divided by 1 + the debt-equity ratio, 

where βEQUITY is obtained from 

estimating the market model regression 

over the observation year 

Turn the ratio of annual trading volume to 

shares outstanding 

Capx the ratio of the firm’s capital expenditure 

to its total assets 

RD the ratio of the firm’s R&D 

expenditures to total assets 

Alpha the fraction of firm equity retained by 

the original owner in the IPO 

OIBDA the ratio of the firm’s operating income 

before depreciation and taxes to total 

assets 

UP the return to the IPO on the offer 

date 

Dep the depreciation expense over total 

assets 

MktRet The return on the TEJ value-

weighted market index over past 

calendar year. 
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Methodology 

We use traditional event-study to test market reaction on DI announcement. The firms that 

initiate different types of dividends will be examined accordingly. Probit regression will be 

employed to test the determinants on DI decisions. In further tests, we tend to use Cox 

proportional hazard models to perform empirical analyses on timing of dividend initiation.  

Market Model --- Dividend Announcement-period Abnormal Returns 

We follow the traditional market model to estimate the short-term announcement reaction 

in the market. The model is specified as the following: 

 ,     (1) 

where Rjt is the rate of return of the common stock of the jth firm on day t; Rmt is the rate of return 

of a market index on day t; is a random variable that must have an expected value of zero, 

and is assumed to be uncorrelated with Rmt, uncorrelated with Rkt for k ≠ j, not auto correlated, 

and homoskedastic. j is a parameter that estimates the sensitivity of Rjt to the market index. We 

define the abnormal return for the common stock of the jth firm on day t as follows(Cowan, 2007): 

, 

where the coefficients and are ordinary least squares estimates of and . The 

average abnormal return ARt is the sample mean. 

, 
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returns is  
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trading days beginning with day T1 (e.g. -1 day prior to the dividend initiation), and ending with 

T2 (e.g. the day 0, event day).(Brown and Warner, 1980)  

Probit regression 

The term "probit' was taken in the 1930's by Chester Bliss and stands for probability unit. Probit 

uses the cumulative normal probability distribution with maximum likelihood, and so require more 

cases than a similar OLS model. Let β be a vector of regressors and the probit model assumes that 
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where Φ is the cumulative distribution function of the standard normal distribution. The parameters 

iX  are typically estimated by maximum likelihood, which is illustrated as: 
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Cox Proportional Hazard Model 

In this study, we also investigate what factors affect the timing to initiate dividend after IPO. We 

employ Cox Proportional Hazard Model (CPHM) which is frequently used in survival analysis due 

to its nature to estimate factors that influence the timing of events on censored observations (Cox, 

1972; Kale et al., 2012). We assume that DI decision can only occur at discrete points in time, T

 t,....,3,2,1 . Therefore, ‘DI’ time is defined as, ti, for each firm (indexed by i) as the time when 

the firm leaves the sample.  

 

http://en.wikipedia.org/wiki/Cumulative_distribution_function
http://en.wikipedia.org/wiki/Normal_distribution
http://en.wikipedia.org/wiki/Maximum_likelihood
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In our analyses, IPO firms that did not initiate dividends are censored until they start to distribute 

dividends. The hazard event is the dividend initiation subsequent to IPO, and time is measured in 

days from the IPO date to the date when firms initiate dividend or to anniversary of IPO. A positive 

coefficient on an independent variable indicates that an increase in that variable leads to an increase 

in the likelihood of DI and a decrease in the time to DI.  
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Table 1 presents the distribution of the 2001-2018 IPO firms that appear on TEJ database and 

the timing of the dividend initiations (DIs) as indicated in the TEJ database.  

TABLE 1 

The Timing of the DI Decision by Firms Conducting IPOs (2001-2018) 

Table 1 presents the distribution of the 2001-2018 IPO firms that appear on TEJ databases and the 

timing of their dividend initiations (DIs) as determined from the “distribution codes” in the TEJ 

database. The sample excludes IPOs by financial and utility firms. NA indicates not applicable. 

             

  
Number of Dividend-Initiating Firms in Each Year after the IPO Year 

             

Year No. of IPOs Total DI 0 1 2 3 4 5 6 7 8 8+ 

             

2001 106 106 49 48 2 2 2 0 0 0 0 3 

2002 135 135 107 22 3 2 0 0 1 0 0 0 

2003 98 81 76 3 0 0 0 1 0 0 0 1 

2004 93 44 37 6 0 0 0 0 0 0 0 1 

2005 62 15 13 1 0 0 0 0 0 0 0 1 

2006 42 5 2 2 0 1 0 0 0 0 0 0 

2007 51 24 22 2 0 0 0 0 0 0 0 0 

2008 36 11 9 2 0 0 0 0 0 0 0 0 

2009 38 6 3 3 0 0 0 0 0 0 0 0 

2010 47 24 13 9 2 0 0 0 0 0 0 NA 

2011 80 41 24 15 1 0 1 0 0 0 NA NA 

2012 58 32 21 10 0 1 0 0 0 NA NA NA 

2013 55 28 18 9 0 0 0 1 NA NA NA NA 

2014 45 18 10 8 0 0 0 NA NA NA NA NA 

2015 49 30 20 9 0 1 NA NA NA NA NA NA 

2016 54 25 17 8 0 NA NA NA NA NA NA NA 

2017 36 15 10 5 NA NA NA NA NA NA NA NA 

2018 51 19 19 NA NA NA NA NA NA NA NA NA 

             

Total 1136 659 470 162 8 7 3 2 1 0 0 6 

             

%DI     0.7132 0.2458 0.0121 0.0106 0.0045 0.0030 0.0015 0 0 0.0091 
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Table 1 shows the final sample of 1,136 firms as well as their distribution by the year of 

listing on stock exchange. There are 659 firms which initiated dividends during the period of the 

study. Beginning from column 4, we show the timing of the DI decision, which is given relative 

to the year of the IPO (year 0). The DI data by year suggest that more than 70% of firms initiated 

dividends in the first year and more than 95% of firms initiated dividends in the first 2 years 

(year 0 and year 1) after going public. From extant literature, we are not so clear about the 

determinants on a firm’s dividend decision. Whether and when a firm to initiate dividends? What 

is the information content on dividend initiation? To analyze the decision to initiate dividends, 

we include firms that initiate dividends and firms that do not initiate dividends in the analysis. 

 

Empirical Results on the DI Decision 

In this section, we presents tests of differences in the means and medians of firm 

characteristics for DI and NDI firms. We also employ both univariate and multivariate tests in 

investigating the DI decision. We then analyze the DI decision in a multivariate test by both 

probit models and CPH models.  

John and Williams (1985) asserts that firms initiate dividends when they have a need to 

issue seasoned equity in the near future. We show PBSEO2Y and PBSEO3Y, which represent 

the predicted value of probability for a firm to conduct SEO, in the 4 years prior to the DI year 

in Table 2. The value of mean and median in each of the 4 years prior to DI year is compared to 

the corresponding values in the DI year. The mean and median values for PBSEO2Y in the DI 

year are 42.823% and 42.639%, respectively. The PBSEO2Y mean values for years t-1, t-2, t-3, 

and t-4 are 33.103%, 32.873%, 33.823%, and 42.909%, respectively. The mean and median 

values for PBSEO2Y in each of the 4 prior years are significantly lower than those in the DI 

year. Both value of mean and median show the probability of issuing seasoned equity rises 

steadily up to the DI year. Panel B of Table 2 shows results for PBSEO3Y, which findings are 
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identical to Panel A. 

 

Allen et al.(2000) posits that firms initiate dividends to attract institutional investors. 

Institutional investors can evaluate the stock value based on how much dividends the firm 

distribute to investors. We examine the changes of the level of institutional ownership 

(INST_OWN) and the deficit in institutional ownership (DFCT_INT) in the 4 years before and 

after the DI year. The analysis is shown in Table 3. Panel A and Panel B show mean and median 

value of INST_OWN and DFCT_INT, respectively. In Panel A of Table 3, the level of 

INST_OWN increases steadily up to year t-1 before the DI year and drops significantly on the 

DI year, decreasing further gradually afterwards. This is inconsistent with what Allen et al.(2000) 

posits. The median values in each year show a very similar pattern.   

 

In Panel B of Table 3, the mean and median value of DFCT_INT has the lowest value in 

the year t-2. The predicted value of deficit of institution ownership then rises up until the year 

of DI. The deficit increases further even after the firm initiate dividends, which is also 

inconsistent with the finding proposed in Allen et al.(2000).   

 

Table 4 shows means and medians of firm characteristics in the categories of full sample, 

DI and NDI. Surprisingly, the mean for SEO2Y (SEO3Y) for DI firm is 28.185%(9.993%), 

which is significantly smaller than the mean of 41.781%(40.331%) for the NDI sample. It seems 

to be that NDI sample firms are more likely to issue seasoned equity as compared to DI sample. 

This is inconsistent with previous empirical evidence, as predicted by John and Williams (1985), 

which indicates that firms initiate dividends when their cash needs at the corporate level are high. 

Similarly, the predicted values PBSEO2Y and PBSEO3Y are significantly smaller for the sample 

of DI firms. The mean (median) value for deficit in institutional ownership (DFCT_INT) is  -
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0.184%(2.366%) for the DI sample, which shows no significant difference compared to the mean 

(median) of 0.360% (2.692%) for NDI sample. This is also inconsistent with empirical evidence 

proposed by Allen et al.(2000). In general, the DI firms are larger (MBR and LgTA), less R&D 

expenditures (RDA), less capital expenditures (CEA), less earnings (ORA), lower underpricing 

(UP) and older (AGE). Both DI firms and NDI firms have similar level of risk (Beta) and 

turnover (TURN).  

Table 5 shows the results by using the treatment effect and probit models. The first 2 

columns of the table presents the findings from the second stage of the treatment effect model 

with SEO2Y (Model 1) and SEO3Y (Model 2) as the measures of the propensity to issue 

seasoned equity. The last 2 columns present the findings from the probit regressions in which 

PBSEO2Y (Model 3) and PBSEO3Y (Model 4) are measures of the propensity to conduct a 

seasoned equity issuance.  

 

Both coefficients on SEO2Y and SEO3Y are negative and statistically significant, which 

results are inconsistent with the hypothesis that firms initiate dividends when the need to issue 

seasoned equity is greater. On the other hand, the PBSEO variables in the probit models are 

positive and statistically significant. The coefficients on DFCT_INT is significantly negative in 

all four models, which again is inconsistent with the hypothesis that DI is more likely when firms 

have a lower than desired level of institutional ownership. The opposite signs of on SEO and 

PBSEO offer mixed support for the dividend-signaling models of John and Williams (1985) and 

Miller and Rock (1985).  

 

The coefficient on MBR is significantly negative in Model 1, indicating that the higher the 

market to book value, the lower the probability the firm initiates dividend. This result supports 

the agency and residual explanations for dividends. However, the coefficients on Model 3 and 4 
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are significantly positive, which provides mixed results against the agency and residual 

explanations. The coefficients on Beta, ORA, AGE and LgTA are negative and statistically 

significant in most models. It indicates that firms with higher risk, higher operating income, the 

longer IPO firms wait, and larger total assets have lower probability of initiating dividends. The 

coefficient on REA is positive and significant, implying that firms with greater retained earnings 

are more likely to initiate dividends.   

 

Table 6 shows results from Cox proportional hazard models. The major merit of hazard 

model over regression in that it accounts for time and handle censored observations and time-

varing covariates (Shumway(2001)). The dependent variable in the Cox proportional hazard 

model denotes the likelihood that an IPO firm will initiate dividends each period. First of all, the 

duration between the firm’s listing and dividend initiation needs to be identified. More 

specifically, we measure the number of months from the beginning of each observation year 

until the month during which the firm initiates dividends. We then employ this measurement as 

the dependent variable in hazard model. The hazard model can predict whether an event will 

occur and explicitly model the time it takes to reach that outcomes. Two dependent variables, 

PBSEO2Y and PBSEO3Y are used in the test and results are presented in Table 6. The 

coefficients on PBSEO2Y and PBSEO3Y both are positive and statistically significant, which 

implies that a higher likelihood of seasoned equity issuance relates positively to the likelihood 

of DI. The coefficients on DEFT_INT are statistically insignificant, which means the level of 

ownership owned by institution holders is not associated with the likelihood of DI. The 

coefficients on MBR, ORA, AGE and REA are positive and statistically significant, indicating 

its positive effect on the likelihood of DI. The coefficients on CEA and Beta are negative and 

statistically significant, which indicates more risky firms tend to be less likely to initiate 

dividends. 
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Stock Price Announcement Effects of DIs 

To further understand how the dividend yield (DYTD), a firm’s likelihood of seasoned 

equity issue (PBSEO2Y and PBSEO3Y), and DEFT_INT affect announcement effects, we 

compute 3-day (-1 to 1) cumulative abnormal returns (CARs) on announcements of Dis using 

market model and present the findings in Table 7. In the panel A of table 7, the mean and median 

CARs of DI announcement for the full sample of 629 are -0.27% and -0.33, which are 

statistically significant, respectively. In Panel B, we divide the full sample into high dividend 

yield and low dividend yield and the it shows significant difference between these two groups 

in which the mean and median CARs for the high group are 0.63% and 0.03% and for the low 

are -1.24% and -0.73%, respectively. In panel C and Panel D, there is not significant difference 

between high and low groups when the full sample is separated by PBSEO2Y, PBSEO3Y, and 

DFCT_INT.  

 

Conclusion 

In this study, we tend to investigate the following research questions: 1. The information 

content of dividend initiation taking place on different timing. 2. What are the determinants that 

affect the decision for the time-to-DI decisions? 3. Does capital needs of insiders’ personal level 

associate with DI decision, as well as with which kind of dividend to be distributed? From all 

the empirical analyses we conduct, the announcing effect on DI is positive, which is consistent 

with other empirical studies. The group with higher dividend yield is responded with higher 

market reaction than the group with lower dividend yield. We propose three major determinants 

related to DI decision: season equity offerings, the probability of season equity offerings, and 

the deficit of institutional ownership. Overall, we find the decision on dividend initiation in quite 

different from extant literature in which the DI decision is highly associated with the probability 
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of issuing season equity and the deficit of institutional ownership. We also observe that the level 

of institutional ownership is higher than desired level before DI and gradually decreases 

afterwards, which phenomenon is the opposite of what has been found in other study.   
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TABLE 1 

The Timing of the DI Decision by Firms Conducting IPOs (2001-2018) 

Table 1 presents the distribution of the 2001-2018 IPO firms that appear on TEJ databases and the timing of 

their dividend initiations (DIs) as identified from the TEJ database. The sample excludes IPOs by financial 

and utility firms. NA indicates not applicable. 

             

  
Number of Dividend-Initiating Firms in Each Year after the IPO Year 

             

Year 

No. of 

IPOs 

Total 

DI 0 1 2 3 4 5 6 7 8 8+ 

             

2001 106 106 49 48 2 2 2 0 0 0 0 3 

2002 135 135 107 22 3 2 0 0 1 0 0 0 

2003 98 81 76 3 0 0 0 1 0 0 0 1 

2004 93 44 37 6 0 0 0 0 0 0 0 1 

2005 62 15 13 1 0 0 0 0 0 0 0 1 

2006 42 5 2 2 0 1 0 0 0 0 0 0 

2007 51 24 22 2 0 0 0 0 0 0 0 0 

2008 36 11 9 2 0 0 0 0 0 0 0 0 

2009 38 6 3 3 0 0 0 0 0 0 0 0 

2010 47 24 13 9 2 0 0 0 0 0 0 NA 

2011 80 41 24 15 1 0 1 0 0 0 NA NA 

2012 58 32 21 10 0 1 0 0 0 NA NA NA 

2013 55 28 18 9 0 0 0 1 NA NA NA NA 

2014 45 18 10 8 0 0 0 NA NA NA NA NA 

2015 49 30 20 9 0 1 NA NA NA NA NA NA 

2016 54 25 17 8 0 NA NA NA NA NA NA NA 

2017 36 15 10 5 NA NA NA NA NA NA NA NA 

2018 51 19 19 NA NA NA NA NA NA NA NA NA 

             

Tota

l 1136 659 470 162 8 7 3 2 1 0 0 6 

             

%DI     0.7132 

0.2458

3 

0.0121

4 

0.0106

2 

0.0045

5 

0.0030

3 

0.0015

2 0 0 0.0091 
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FIGURE 1 

Percentage (Cumulative Percentage) of Dividend Initiators  

Relative to IPO Year for Firms that Initiate 

Figure 1 presents the distribution of dividend initiations (DIs) by the 2001-2018 IPO firms that appear on 

TEJ databases and the timing of their DIs relative to the IPO year. The bars represent the percentage of 

initiating firms that initiated dividends in the year. The graph represents the cumulative percentage of firms 

that initiated dividends. 
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TABLE 2 

The Evolution of PBSEO Prior to DI Year (t) 

Table 2 presents the evolution in periods before the dividend initiation (DI) (year t) of PBSEO2Y and 

PBSEO3Y. PBSEO2Y is the probability of a seasoned equity offering (SEO) in the next couple of years 

including the current calendar year, and PBSEO3Y is the probability of an SEO in the next three years; *** 

p < 0.01, ** p < 0.05, and * p < 0.1. 

      

 
Year (t-4) Year (t-3) Year (t-2) Year (t-1) DI Year (t) 

      

Panel A. The Evolution of PBSEO2Y Prior to DI Year (t) 

No of obs 24 29 39 126 429 

      

Mean 33.103% 32.873% 33.823% 42.909% 42.823% 

Mean(t-(t-1)) 9.72%*** 9.95%*** 9%*** -0.086% 
 

(t-stat) (5.083) (6.01) (6.341) (0.151) 
 

      

Median 35.755% 36.327% 36.370% 43.512% 42.639% 

Med(t-(t-1)) 6.884%*** 6.312%*** 6.269%*** -0.873% 
 

(Wilc. z-stat) (5.561) (6.988) (7.521) (1.578) 
 

      

Panel B. The Evolution of PBSEO3Y Prior to DI Year (t) 

No of obs 24 29 39 126 429 

      

Mean 19.085% 19.020% 20.765% 28.143% 27.637% 

Mean(t-(t-1)) 8.552%*** 8.617%*** 6.872%*** -0.506% 
 

(t-stat) (4.948) (6.238) (5.814) (0.92) 
 

      

Median 20.650% 20.412% 22.110% 28.241% 27.397% 

Med(t-(t-1)) 6.747%*** 6.985%*** 5.287% -0.844% 
 

(Wilc. z-stat) (5.142) (6.433) (6.299) (1.367)   
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TABLE 3 

The Evolution of INST_OWN and DEFICIT INST_OWN Relative to DI Year (t) 

Table 3 presents the evolution in periods around the dividend initiation (DI) (year t) of INST_OWN and 

DEFICIT INST_OWN. INST_OWN is total institutional ownership, and DEFICIT INST_OWN is the 

deficit in institutional ownership, measured as the predicted institutional ownership subtracts the actual 

institutional ownership; *** p < 0.01, **p < 0.05, and *p < 0.1. 

          

 
(t-4) (t-3) (t-2) (t-1) (t) (t+1) (t+2) (t+3) (t+4) 

          

Panel A. The Evolution of INST_OWN around DI Year (t) 

No of obs 37 47 59 188 632 895 912 886 871 

Mean(%) 43.610 43.506 48.204 52.227 43.680 41.434 38.792 36.739 35.401 

Mean(t-(t-1)) 0.070 0.174 -4.524 -8.547 
 

2.246 4.888 6.941 8.279 

(t-stat) 0.016 0.048 -1.244 -3.689 
 

1.754 3.876 5.506 6.575 

          

Median(%) 40.000 37.260 47.240 53.500 41.015 39.090 35.725 33.465 32.330 

Med(t-(t-1)) 1.015 3.755 -6.225 -12.485 
 

1.925 5.290 7.550 8.685 

Wilc. z-stat 1.632 1.921 -0.833 -3.534 
 

1.148 3.354 4.995 5.990 

          

Panel B. The Evolution of DEFICIT INST_OWN around DI Year (t) 

No of obs 36 42 26 125 512 801 812 830 752 

Mean(%) -4.209 -1.863 -10.673 -8.173 -4.425 -2.758 -1.187 -0.372 1.024 

Mean(t-(t-1)) -0.216 -2.562 6.248 3.748 
 

-1.667 -3.238 -4.053 -5.449 

(t-stat)  -0.043 -0.588 1.092 1.380 
 

-1.291 -2.549 -3.251 -4.331 

          

Median(%) -3.217 -1.185 -7.411 -6.912 -3.236 -0.485 0.799 1.824 3.464 

Med(t-(t-1)) -0.019 -2.051 4.175 3.676 
 

-2.751 -4.035 -5.060 -6.700 

Wilc. z-stat -1.531 -0.456  0.458 0.947   -0.602 -1.915 -2.597 -3.713 
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TABLE 4 

Means and Medians of Firm Characteristics of DI and NDI Firms 

            

 
Full Sample DI NDI t-Stat Wilc. Z 

Variable Obs Mean Median Obs Mean Median Obs Mean Median DI-NDI DI-NDI 

SEO2Y (%)    15,862  32.852 0 10,417 28.185 0   5,445  41.781 0 -16.981*** -17.271*** 

SEO3Y (%)    15,862  20.407 0 10,417 9.993 0   5,445  40.331 0 -41.735*** -Inf*** 

PROSEO2Y (%)    13,528  32.913 33.731 8,736 31.827 32.456   4,792  34.894 35.906 -22.097*** -20.113*** 

PROSEO3Y (%)    13,528  20.454 20.832 8,736 19.711 19.875   4,792  21.809 22.332 -20.331*** -19.552*** 

DEFICT_INST_OWN (%)    13,085  0 2.47 8,668 -0.184 2.366   4,417  0.36 2.692 -1.576 -0.530 

MBR (%)    15,821  118.461 84.639 10,388 121.886 85.043   5,433  111.914 84.03 4.934*** 0.379 

RDA (%)    15,287  3.424 1.883 9,948 3.339 1.801   5,339  3.581 2.138 -2.910*** -4.854*** 

CEA (%)    15,862  -5.52 -3.704 10,417 -5.503 -3.662   5,445  -5.553 -3.801 0.532 1.341* 

LgTA (NTD)    15,862  8030148 2564805 10,417 9765961 2757238   5,445  4709310 2224304 13.022*** 12.628*** 

Beta (%)    13,089  0.872 0.88 8,669 0.864 0.872   4,420  0.889 0.893 -3.231*** -2.773*** 

ORA (%)    14,109  3.273 2.679 9,205 3.233 2.662   4,904  3.349 2.713 -2.278** -1.105 

UP  (%)    14,116  142.973 0 9,292 117.465 0   4,824  192.106 0 -3.158*** 0.195 

TURN (%)    15,774  0.924 0.435 10,359 0.912 0.446   5,415  0.946 0.412 -1.462 0.232 

AGE (Years)    15,862  6.765 6 10,417 7.293 7   5,445  5.755 5 23.504*** 18.976*** 
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TABLE 5 

Probit Regression Results on Determinants of the DI Decision 

      

 
Treatment Effect Models Probit 

 
Probit Models 

      

Variables Model 1 Model 2 
 

Model 3 Model 4 

SEO2Y -0.3109 
    

 
(-5.047) 

    

SEO3Y 
 

-1.034*** 
   

  
(-12.766) 

   

PBSEO2Y 
   

164.5*** 
 

    
(14.576) 

 

PBSEO3Y 
    

11.35*** 

     
(3.291) 

DFCT_INT -0.006568*** -0.006977*** 
 

-0.005266** -0.007331*** 

 
(-4.411) (-4.524) 

 
(-3.265) (-4.755) 

MBR 0.005577*** 0.003415 
 

0.8134*** 0.08118** 

 
(-4.411) (0.259) 

 
(14.254) (3.253) 

CEA 0.1782 0.01829 
 

-28.41*** -2.377* 

 
(0.431) (0.029) 

 
(-13.759) (-2.374) 

Beta -0.212** -0.2266** 
 

-0.09917 -0.1972** 

 
(-3.122) (-3.214) 

 
(-1.387) (-2.864) 

ORA -5.819*** -6.284*** 
 

-164.1*** -11.03*** 

 
(-3.872) (-4.03) 

 
(-14.791) (-4.779) 

UP 0.001947 0.001584 
 

0.0009618 0.001664 

 
(1.513) (1.171) 

 
(0.9) (1.38) 

TURN 1.552 1.77 
 

3.602 2.227 

 
(0.713) (0.8) 

 
(1.509) (1.009) 

AGE -0.3197*** -0.3231*** 
 

2.994*** -0.1219* 

 
(-17.573) (-17.674) 

 
(13.54) (-2.03) 

REA 7.90E-08*** 9.10E-08*** 
 

6.40E-08** 7.50E-08 

 
(3.351) (3.634) 

 
(2.411) (3.186) 

LgTA 0.08364* 0.09813* 
 

-2.636*** -0.1844* 

  -2.308 (2.669)   (-13.976) (-2.093) 
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TABLE A1 

Predicting the Probability of a Seasoned Equity Issue and the Level of Institutional Ownership 

       

 
Model 1             Model 2      Model 3 

 
Variables (SEO2Y)             (SEO3Y)     (INST_OWN) 

 
 

      

Industry dummies     Yes      Yes Yes 
  

MBR -0.0103 -0.0382*** 4.032*** 

LgTA -0.0286*** 0.02997*** 7.20506*** 

AGE -0.0537*** -0.0608*** -0.13438*** 

Beta 
  

-5.30448*** 

Turn 
  

-238.034*** 

CEA -0.0361 0.20921 
 

RDA -0.1948 0.44926. 
 

ORA 1.58404*** 0.94638* 
 

(constant) 0.22183 -0.9615*** -70.9823*** 

--- 
      

Signif. Codes:   0 ‘***’  0.001 ‘**’  0.01 ‘*’ 0.05 ‘.’     

 

  



30 

 

TABLE 6 

Determinants of the Dividend Initiation and Time-to-Initiation Decisions: CPH Models 
      

 
Model 1 

 
Model 2 

Variables Coefficient Hazard Ratio 
 

Coefficient Hazard Ratio 

PROSEO2Y 13.15*** 515800.00  
   

 (4.264) 
    

PROSEO3Y 
   

8.466*** 4752.00  

 
   

(3.801) 
 

DEFT_INT -0.0005457 1.00  
 

-0.0005475 1.00  

 (-0.716) 
  

(-0.717) 
 

MBR 0.205*** 1.23  
 

0.2259*** 1.25  

 (9.85) 
  

(8.411) 
 

CEA -2.029*** 0.13  
 

-1.449** 0.23  

 (-3.554) 
  

(-2.931) 
 

RDA -0.06262 0.94  
 

-0.9087* 0.40  

 (-0.156) 
  

(-2.008) 
 

Beta -0.1884*** 0.83  
 

-0.193*** 0.82  

 (-4.366) 
  

(-4.475) 
 

ORA -10.24*** 0.00  
 

-1.719 0.18  

 (-3.702) 
  

(-1.689) 
 

UP 0.0005568 1.00  
 

0.0005871 1.00  

 (0.663) 
  

(0.705) 
 

TURN -1.575 0.21  
 

-1.592 0.20  

 (-1.285) 
  

(-1.298) 
 

AGE 0.3196*** 1.38  
 

0.1895*** 1.21  

 (5.319) 
  

(5.694) 
 

REA 0.000000006134** 1.00  
 

0.000000006141** 1.00  

 (2.759) 
  

(2.736) 
 

LTA -0.06421 0.94  
 

-0.03761 0.96  

 (-1.313) 
  

(-0.788) 
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TABLE 7 

Announcement-Period Abnormal Returns of DIs 

      

 
3-Day Cumulative Abnormal Returns (%) 

 
Mean 

 
Median 

 
No. of Obs. 

Panel A. Full Sample of Dividend Initiators           

Full sample -0.2705801 
 

-0.3333869 
 

629 

      

Panel B. Subsamples Based on High DYTD and Low DYTD Dividend Initiators   

High DYTD 0.632 
 

0.031 
 

305 

      

Low DYTD -1.236 
 

-0.728 
 

306 

      

Difference: t-stat/z-stat 2.17** 
 

3.18*** 
  

      

Panel C. Subsamples Based on High PBSEO2Y and Low PBSEO2Y Dividend Initiators   

High PBSEO2Y -0.042 
 

-0.351 
 

214 

      

Low PBSEO2Y -0.733 
 

-0.168 
 

214 

      

Difference: t-stat/z-stat 0.58 
 

0.36 
  

      

Panel D. Subsamples Based on High PBSEO3Y and Low PBSEO3Y Dividend Initiators   

High PBSEO3Y 0.258 
 

-0.26 
 

214 

      

Low PBSEO3Y -1.033 
 

-0.23 
 

214 

      

Difference: t-stat/z-stat 1.08 
 

0.2 
  

      

Panel E. Subsamples Based on High DEFICIT INST_OWN and Low DEFICIT INST_OWN Dividend Initiators 

High DFCT_INT -0.075 
 

-0.49 
 

254 

      

Low DFCT_INT 0.281 
 

-0.045 
 

254 

      

Difference: t-stat/z-stat -0.8 
 

-0.6 
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