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4.2 71= AR
4.3 dig 710t FaiE 7|
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(£ 2)v & A7A AHE F8 W] g
712 BARS ARelt}, 7199 FHF7(RTE) & (2" 1)& Ad=d A F3 A &9 Fo] & A
A HHE FEghe 0.34290) 1 HAHRLS -2.8101, Atz k. dl@ 717 ol & 71l w7l
A2 1.61190/th. 474713 (Tobin's Q)& 3 o] AA|8k= H&Q1, WA FIIA A &9 Fol= A
TFHE 0.980401 HAaghe 0.1582, UL A #asta S & 5 Uk wiEgAFeA &
2.9986¢It}. g, i 7193} Tl 7199] Tobin's  S7I7F AW 19879 =, 20014, 229
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(E 3) Foie 7|0t vigh 7| Zke| 2 #g=9] Xjo]
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7 jL
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. g 14 g 71 T-test
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Bagles A Feg A & ATelA
guve dap) Hol Aoz dAFE A
A o] E7] wEe 1

AT RN o2 F

N,
2

o
- H
AL 143 7ol

4.4 7|1He| +yFT| 7Hd

sherl?: B2 Jlddel XEE o8 4

F7l0|20l chet AEEA

aFlAME F71(RTE)S gkol #Hat 0.3157,
HHWI%W}HI &8 718.77%, 9K (PA)&

B 6.34%, 373713 (Tobin's Q)= BT 0.9842
2 AT, FEFIIL e skl asy g,

Fege g wwld ge) NPVE 4842 74
a7 B2 2 4 71 PAAAE) 198

7199 474713] (Tobin's Q), VJ-‘@J f‘é FE(AQ),
9 (PA), 719 = (percentile), #l'G #Ho]E]

ol AellAe 7199 FHFI(RTE)S g9 &, d5EAH&(Cash), #A wWEAH (lagDD)
B w2 wjgAFIA &3 4718 (Tobin's & BAI3 2R A A9E A st get.?

Q), F948(PA)Y A7|E A I wEA F3| A FHF71(RTE)E BAIE Model 3, Model 4,
Hl &2 AEH AA 7I9edA w7190l 2AAlskE Model bollXe FHEF719 gho] oAl e %
Hlolth, (G 4yl AlAlE Al oopd 7199 o] yeht #HF7]e WiBAF AAA #AS
FHF717 S7Fgel whet 7199 vl Al 3] A & 2ol sttt WA TS FA44, IR,
H FAol Uk YES & Atk o9 A A wigAFHE froAQ o #AE 23 gle
T 7199 W Aol 71de] s 5 gl B e AR g e 5o #AE Bl ]9
2R ARdE 2t o FHFIIIL Sl A 71ETYY AS2HE EUE 3 2AEY
w7199 FAIE e AasAnt Aol ST o d5Fset FYsA YEbEtH(DeAngelo et
gro a2y WG| FIAM]&& F7H1717] Wit} al., 2006; Ferris et al., 2009).

7199 +8F71(RTE) 7} o] 5/°ﬂ &ote 1 o]9] A 7T EIF A3 Aol FL 7Y
ol E FHEFVIE Ha -0.4162¢0 559 ol & & 7I]]dl wE ’“ﬂW o7 WPAE 7Fs/dol
gl o, WA F3| A& Ft 8.02%, T woH FA7|E7L FHg 719 wiBAlE 7heA
QG (PA)E 1t -0.63%, B74713](Tobin's Q) ©] W55 AlAIg. Eb‘& A LA F Addol 3l
T 9 1.1337=2 AAEHAT Z, dA #8079y AdAe TN nAe AegdE
A zstA g W 71387 F J =971, 27371 FHToEN FuiFe] AAR S FAY FH
A9 7]l e Tl &2 A S u gi7] wiiel, A WY fFe gl Ak 71
oS ofulgtt, ojgke MR k9] 95%0l &3k ol iBAlF o] e 7tE ] A =&
3) 2AEAe g &3 (marginal effect)dl 2la] F4 ATt
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o ZA|o|th(Litner, 1956). o

Model 4, Model 50l4E wi@A|Fol gt 7]& e H A
o wi Aelelg S gRlshr] faf 71E9 & EfHlE
Aol glo] AolHY MEE F7FE FAG 24 B F9A
45 AL it Model 4, Model 59 Aol & A3 FoJA<Ql &9 gho] Bth, whebA]
Elgo A2 -0.0952, -0.08¢1, HlfFd  EHEH|EZ FAZ Fom I 719l wjdg

o S

ot N mo et Jo
N o

Flo Ell

o
&

=9 go] =] T 7Y Mg S Aet FHEFIIM de dEE ¢ dee sk

=d o] W AelHE e FaA don 7149 3| DeAngelo et al.(2006)-2 7|2 3742 918

THT7] 7l S 2FES & F Aok @ AExgo] HAR 7YY Af =2 daEflE

2370 =7k V19 ES e R e As B9 & 2ta ] wiEd|, dEEaHed wjEA g

Ferris et al.(2009)& ¥i@ AolH®o] =255  FoHo= 5o WAV} Yehdtia &l

w82 gol S7tsta 22 wjEg A& A skt ol9] A= thxe| (¥ 3)% TAMAME IUT

Slof wjg Aelelge] a8 a9ox AgHS 7 F Uk (2¥ 3lAe A= wFAFEF(CP
of FHF7IE AT wWEAFY d5gEH élxﬂ i A 3] AHH] & 9

zotglen], ole] A3 719

oA HoF1 vk Model 1%
o] d S5 (&F 5)9 Model
WA ool a5 AARITE o2 SAId £ 13 Model 59 2AEAS & 431tk Model

N
ins
1o
[
ol
o
o
=
m{o
-
i
rir
po)
rlo
e
Y
2
|o
i
=
(@}
[N
@,
o
1o
=
°§
u:L_] il

(E 4) 7Igie] +F|(RTE)
71909] $957)(RTE)S) 989 Lxelth. $9F71(RTE)E 47} 159 0EF 75 7ARolA fuolo) (o9
)0l AAeke vgoln, MPAFIMEL FA Axe] 3 Il WFAIG] AAeke Wg, 39719
(Tobin's Q& A4S (AR 37k + AULEed) /A4 F3rlolek 4914 (PA)E Felel/ 34

Aot}
RTE(retained earning to book equity)
percentile 5% 10% 20% 30% 40% 50% 60% 0% 80% 90% 95%
obs 399 807 1763 2661  3b38 4433  H316 6201 7091 7977 8420
RTE -0.4162 -0.2044 -0.0473 0.0279 0.0829 0.1300 0.1721 0.2122 0.2522 0.2935 0.3157
BA A & 0.0802 0.1884 0.3965 0.5213 0.6012 0.6582 0.6996 0.7313 0.7583 0.7786 0.7877
Tobin's Q 1.1337 1.0993 1.0610 1.0545 1.0389 1.0213 1.0095 1.0014 0.9909 0.9831 0.9842
PA -0.0063 0.0084 0.0275 0.0367 0.0426 0.0473 0.0510 0.0544 0.0578 0.0612 0.0634

4) Erickson®t Whited(2000)& 7199l FA713l= £%713]7} off9 $3 oAk 7FsAe] EAldtta A1 43kt Edk DeAngelo®t
Stulz(2006)2] ATlM= olgiat e mefste] FAMNFE(AG) A FHEI/HE(SG)Z tAlste] B43i9itt. o9 HEo]
HH"*X]:“’ Al 771430 Wt clustering ol A 7Feido]l EAlgTh wEbd ol e BARES zElstd FAMILE

< FE37HE(SG)E UAlsk year-clusterings BAIT T4 Bdlo] 2ARME s19lon o9 AFe (X 59 5Lt
l ﬂo]ﬂ"i"% ole] Azl AW FAZ A}
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7 .3 S AFe 7192 1, o4 08 HF
SARGEN O3 22 WSS A 4738718 (Tobin's Q€ 7199 8871324 Akt
) % 9% | 2t Apte] ggEe]a.
o/ Faktoltt. 71ATE (Percentile) = Al7MEdE 71Es9S W Ads
o] duh} EAste 7ho] tigt WE ol lagDDE A wjFE A F3
2 . Catering2 #71& 71&3 wld 719% g 719 2kl Tobin's Q
o] ApolE Atet wd ZEn|ge] Aol FHFI|(RTE) & % FA el A frEo]e] (o]
9] |
A}

=
@)
7]
9
=
>
%
ofl
N
s
T
ful
o
rlo
N
N

_\Ir‘
N,
N
1o,
(T
oft
N
e —x
e N
N

)=}
=
7)ol Ak HER 7I9Y FEF7E Fste Maeln dFEAHE(Cash) e 5 3 5 7HE/F
Zelth, ()& AFH(MLE) S &3 343 HFoatoltt,

Indt.ependent dependent variable=DD
Variable
(predicted sign) Model 1 Model 2 Model 3 Model 4 Model 5
Intercept -0.5631*** -2.2157*** -2.8108*** -2.8338%** -2.8906***
(0.1550) (0.1948) (0.2057) (0.2072) (0.2107)
Tobin's Q(-) -0.2298%** -0.167*** -0.1371*** -0.1378%*** -0.1437***
(0.0280) (0.0351) (0.0357) (0.0357) (0.0359)
AG(+/-) 1.6081*** 1.1508*** 1.1708*** 1.1513*** 1.1192***
(0.1732) (0.1967) (0.2034) (0.2045) (0.2053)
PA(+) 22.0673*** 21.1543*** 18.6076*** 18.5588*** 18.5947***
(0.7308) (0.8458) (0.8956) (0.8964) (0.8973)
Percentile(+) 0.779*** 0.3571%** 0.6301%** 0.6277 0.653***
(0.1162) (0.1380) (0.1437) (0.1437) (0.1446)
lagDD(+) 3.0494*** 2.5504™** 2.5416*** 2.541%**
(0.0721) (0.0762) (0.0768) (0.0768)
Catering(+) -0.0952 -0.08
(0.1012) (0.1016)
RTE(+) 3.1654*** 3.1852"** 3.1569***
(0.1779) (0.1792) (0.1799)
Cash(+/-) 0.9144
(0.5841)
Pseudo R? 20.2% 42.7% 46.7% 46.7% 46.7%

F) e 1% fo52an BAACE R4

=
=
i

j=o)
_

12 7199 43718, 488, ¢4, 7 = &

Ao Model 5= 719 w571k vig @AH

AelH Y, dFEfH &S F7t= A8k @o] A5t
(2" 3)d ofahd o&9)7], 2001, =2 =

715 A A 71A T #@E zte il A Model 1o Hls) iAoz wjdAF/d &

fnj

= 1 ofL offt
=, 1o o ro
o,
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0.15 T 2 A
0.1 1_\f . g%
! i P -
0.05 — , LR )d-)\ ’rt\—;7
& *
5 I 7\& LY o
o 1%‘2 {En\, 19)2.33”1988 _1_190/\ 1992 \1994 * 1996 199&\7}000 z:xa. -Eg:;f'r iﬂi]ﬁ | 2008 2010
o 4 \e b
. =i Model 5 Model 1
(38 3) HEY HRIZYE
(CP: HHX|Z2| o&S=tEnt A HHEX|ZSAH|E 7t Az |E)9| F0|
(CP)9] Auigte] F43] Aaston olo] Azle  FEQ o5 AHETt 4, Axdz 7|99 ¢
FRF7IMEE BAIY 2AEAY BddA i A (PA) S 71t 9 aFe R £/ £ o
el e el FAegeg ovla Al 474718 (Tobin's QF 7123l 3749 182
o} g, Q3] 224 S8Vl wEAEAd etk oo 7199 FARF A E
H(CP)o] Fe| ko] A3 AN o 7]A] ¥ = ]%’5‘}04 FHF71(RTE) 9 71997+ = (percentile)
el Aol =g el St Saf 7lsio] wigA] o o) F 2709 XEE S P 7199
FEOE g 2o 20S T ATIAS  FUFIRIEE AR AEY REF 27 M

ol Anz FHRY. 3 79 FAM T A
RARge) e MEAF old] $ET 1

HY A .

gl 2= o)

=
= 2 T BA

45 7199|712, $YFT|(RTE), Fd/d8713]

o Aol A iﬂ 7199w A2 gt A
2718, 71dtEst folAQ AE 2 dEE
gletict. Uﬂra}/‘i = AdMe 7199 a4, 4
3718, 719 R, F8F7] ER2 wgAge 4%
756

A fFHo|(o]gYdAF) o] AAdl= HIES SH
313 71T (Percentile) = A#l&dlA aid 7]
HETH A7FEH o] 2 719 o] duht EAlsts 7t
o tig WEHrE L83 = 2709 X
EZ oW wgAF9 01]’3@%3 (& 59 Model
19 2AEME Fall st Model 1914+
7199 874718], Al BE, FA4, 79T
£ FASIIH.

Panel A= 7199 #94<] wta 437137}
& a8S Yo 593 Panel BE 7199 49

T3 =

=

A

Zstol
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Jlge of sigke XFsHeolr: 83 Jlglel MBS 0|83 FBFIo|2ol thet AFEA

(% 6) 7|99l +HFI|(RTE)2t 7|82 (Percentile)ofl ME 2X=A9| HiEX|F| ofE=tE.

71999l 3 (PA)} /374712 (Tobin's Q)ell 7 71Est 7149l & oT7] (RTE) ¢t 7147t 2 (Percentile) ol uh& 3%

EZged wigAFY d&gEY Aoty F 2709 ZTEZF M WA T dSFEL (G5 Model 19
AR B3 FHAT. 7199 ?‘%‘—zrﬂ(RTE = A5t 71-] HEF FF 7EXoA fEol (0] YgoAF) o]
AR ghe HEola 7|97 (Percentile) & A &olA T BT A7bEdo] 22 71He] drht EAlste 7t
o digh WEAFE 83t Panel Ax 7199 FAAol Wi 7137 £ 2F0la Panel B 71919 &
37} AA7187) FAAQ] 1E, Panel Ce 7199 $940] Ex 47|37t ¥ aFo|th
RTE
1 2 3 4-1 t-statistics
percentile Panel A: Low profitability(PA) and High growth(Tobin's Q)
1 0.3583 0.5321 0.5818 0.2235 7.59***
2 0.5159 0.6280 0.6619 0.1460 5.42%**
3 0.5780 0.6498 0.6638 0.0858 3.22%**
Panel B: Medium profitability(PA) and Medium growth(Tobin's Q)
0.7861 0.7998 0.8154 0.0294 2.68%**
0.8319 0.8529 0.8554 0.0235 2.80%**
0.8542 0.8773 0.8855 0.0313 3.60%**
Panel C: High profitability(PA) and Low growth(Tobin's Q)
0.9096 0.9266 0.9335 0.0239 3.45%**
0.9149 0.9299 0.9378 0.0229 3.35%**
0.9332 0.8773 0.9504 0.0172 3.18%**
F) e 1% frdgEelM BARLR foHd
B3 431517k FTUAY T8, Panel CE 1Y 9e AT Fe FUPRAS Wsadn ded,
o #9409l 50 AWISE e D5 ISR (& 69 Panel AS Panel Col 3% 719 7
sttt 77V A3 & s de A8 E Za

(& 6)9] Panel Adl| o&td 7197F=27}F 71 2 Ue TEAA FHFI7L P 2 TEZE] 9 H)

I FREF7I7E P 9 3 V1Rt P BAEY dS5EE2 Wi 0.950401 19Tt
A3 FHF7IL VY & F Y] wEAEY 7 A3 we *’F‘%“éﬂ =& A3 E Za o
559 Aol 0.22350th. &, FEFI7E & w A FEFUL MY 2 ZEZ Y v
=75 7199 WEAFY d5FE0] a2 g9 AFY d5FE —3— it 0.66380|tt. o= Fama
g glon ol Ane BAHCRE foldoltt 9} French (2001a), DeAngelo et al.(2006)<]

Fama$} French(2001a)E 1H|d AL 2 Ayel 2dsict 2d3 AN TR} 7HE
T F2 4718 E 2t e Vel e B a5 A, WA d52Ee] 44
U g FoA T 22 AA7N3E 2 gle ] Tt 0.9335, 0.5818¢°]t}. ©]9] A= F94, A
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4.6 HHSHEAT) ojzf AR ZFopelE oS
Baker®} Wurgler(2004)= @70 A&2 wjd
AAEL W 193 7l 7198l e Sk
d2& 4 oty a9tk v AAL 7)F
t+1do0A t+3971A wigNAIZI9e F7)
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Oﬂ fH
AEA & gt HH”X]J"Q (CP)
(3 5] Model 1, Model 3, Model 54 &3}l
g YA Fe dSgE AA WP FE AR &
o] 2z EE AEsto] &3t Model 1914 &

7199 878713 (tobin's Q), Al AFE(AG),

FIX(PA), 71972 (Percentile) & EA8199 2
™ Model 32 #A #9*5(lag DD), %857
(RTE)E 3712 A8t Model 5& Model 3¢
SAMge wig AolE® ¥ dAFEFH&(Cash)
= F7Fith

(F 7 Panel Al <t 7199
= duA FledEeE 7199
Lo FA F7kre Ee] Apo])dl| Zhgh o) 2
ot FHF719 REAA(std) 7k 19
+1de] T 71sdel dig g 7

7o E2 0.02810HF HE

toky

=)
—
=

N

R CI. A%
rf\l

o
)

i >§}L
3

¢}
-
—

=

2
N
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o g 4+ 1ol t+2370R) TR 7R
0.049%F vtor t+1dolA t+3d7kA] F
7R ES 0.054%F Y& 2R 439
A= BEAH o2 §odolt},

(3 7)¢] Panel B, Panel C, Panel D= Hf

BA(CP) ) A Tk E 1 «] %ﬂr l

el gt Aatoltt. Z+24¢] Model oA &
o Fge AT F(CP)& HHDW
71Fete], t+ 1ol t+2 97, t+1
A AT I ES o5
A=A WA FZF(CP) e AT #e F
¢ whe Eol ], ZAEA 3
A7 dEgE B AA )
3 71delM & t+1del A t+3d
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=
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F7170dol =W 7194 i AL
= gt old g A £
ol wigA| T (CP) e #A
A, EAFAAECP) & =8 9
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Jlge of sigke XFsHeolr: 83 Jlglel MBS 0|83 FBFIo|2ol thet AFEA

(£ 7) 8t XIZ0} of2f F7kedE oF

] A ES 7199 FEFVIRTE) S BAFEEF(CP)A tal sALA & ATty 7199 FHF7]
(RTE)= 457 7129 B8F F3 7KA fEo|Y(o]gYddF)o] A ste HlEoln WA FAHE(CP)S 24
7te] Model& tldoz 23 l‘ir" < 5ol FH EAFY dESBET HA MEAFIAEE e AZY ol
nlef FAFESE(Cumy )& WBAE AAE 71%, t+1d9] 87193 Tl 7ol F4+ 7}-’F‘il§° 2t
ol Cumyy iy 40 H")’X AR 71E, +1":'°ﬂ/‘1 t+23717 B9 Falw 7199 A &Y
Aelol i Cumyy 45 MAF A 194 433717 wig7|g9s Fug 7199 A3 E
9] zolo|t}, Panel A+ RTEE ¥4 P ow Panel BE #l@AFAE(CP: (£ 5)2 Model 1A
e MgA 7o oZgET HA WP T ]’H]‘E te] ~=Zye)S EYHWMER 3190, Panel CE Model 3,
Panel DE Model 594 43 g F9] 285 &4 WlFAFA(COP)S SHPHS2 a9t

o
& e
N
M_F-{N
+

Panel A: RTE R’
Cumy, -0.0281*** 0.001
(-2.33)
Cumyy iy ) -0.0490"* 0.002
(-4.06)
C’um[f+11t+3] _00541*** 0003
(-4.49)
Panel B: CP(Model 1)
Cumy 4y 0.0046 0.001
(0.38)
Cumiy iy 449) 0.0943"** 0.008
(7.85)
Cumyy 4 443 0.0373*** 0.001
(3.1)
Panel C: CP(Model 3)
C’um[Hl] —00082 0001
(-0.68)
Cumyy 41 4+9] 0.0625*** 0.003
(5.19)
Cumy ;g 443 0.0396*** 0.001
(3.29)
Panel D' CP(Model 5)
Cumy, . -0.0074 0.001
(-0.61)
Cumy, 449 0.0665** 0.004
(5.52)
C’um[f+11t+3] 00448*** 0001
(3.71)

F) e 1% wFEdA SAR0E $954Y

HASAT H42A mM3z 20134 68 759



(& 8)llA = wWiEA T4 F(CP) & v AolEd
of el FAeATE 2AE AAet Aot FEF
715 BAIA & Model 1] 75, wlg #AlolH
F2 oA Q v £ 5718 SAI- Model 3,
Model 591M = v AClHF e 7oL ~dd
o o9 Ate = 7] wig Aol ¢
7P o8 dHE  dee AseE AoH &

0

Al A3Asst L,
5.2 2I897| X - 2| 77| 7h

AT FFH(2004) 2 7149w gl vl

At ade JB9A712 A - F2 S e 9FL

(Z 8) it Zo[EF Dt eHEXIZHE(CP) 2| 2724 21

oA 4 olga st wi g wEAdgE,
719 s, WEAEE, 7AEAAA TS, 7Y
T, 434715 ¢ke] #AE EAs9 S W 434

=¥ AREE Ajols B

BF717Hde] 7199 W A nAe e &
&t

(& 9E A&NE A - $2 sfo] WL 2
B asll i 23124 A3folt}. Panel A= 9
$9]7] o]xe] 1982 % H 1996d7H4]0] i Panel
BE 9249171 o] $-9] 1998 € 20107 o]t

A Aafolth, WA FHFH(CP)2 (
3

2 (2)el o3 PR FAHCP) S v AeleF s I x5
9] Model 1, Model 3, Model 504 43+ wiBAF<] dZ8&3} A w|FAFS| A& ko] AZgsolt), 7
olH Y2 AVE 7|Est wlg 719 Falg 71 ko] 3713 (Tobin's Q)9 #FelE Al4keh vlg Zeju|ge] =
o]t

Dependent variable = CP
Stage 1 control variable intercept catering R?
Model 1 0.0023 0.0122*** 0.003
Tobin's Q, AG, PA, Percentile (0.9) (2.14)
Model 3 0.0049 0.0066 0.001
Tobin's Q. AG, PA, Percentile,
Model 5 0.0031 -0.0006 0.001
Tobin's Q, AG, PA, Percentile,
lagDD, RTE, Catering, Cash (0.82) (-0.07)
F) e 1% fogRdA EAReR fo4Y
760 HABIOITL Ha2A H3E 2013 6%



71g2 o ek XIgsteot?: &= V1ol A2E o|g8t +HFI|0|=ol| i AEEA

(E 9) 89| H - Fo| v RiZe| 2Ll

ABA7IE A - T2 ] wjBAFY AF el Ui 2A RN Aot} FEWF(DD) e TS AFe 7
42 1, ofyd 0% WFsld Wigolu BANMFER el 2 HSES g}, 1
(1982~19964)°]™ Panel B #&97] o] $(1998~20109)°ltt. 37713l (Tobin's Q)E Ao A48 =
Aol (FRIAZ| AL AFIY + ATMEN) AL ARtk AFE(AG)S B9 A7) 7] P‘J?J 3%
Eola. FYA(PA)E Y4 AER dgold/ Aot ]ﬁﬁbu( centlle)% AMEAE 71F39 S W A
A (KOSPD A al'F 71 e 22 7]e] drpgt Exste 7t tigh WEg4o]a, lagDDe 34 HHDP% A5
g Aol glom 1, ofw 09 gr|wigolt Cater1ng~ A7E 7]F&s8t0 H‘;L 7193 Fuld 219 7+ Tobin's
Q2] Aol & Atet ME Zeln|gel ZAoln £HFV(RTE) & AN/} 7159 BEF 35 7IdA fHol (o]
ooy 7)ol AAete HIER 7|99 FEFIIE éod“ Waolw FFEFH|&(Cash) & dF 2 83 $7H8/%
Apakeltt, ()& MLESY £4719E & H 243 BT A 0T}

Indgpendent dependent variable=DD
Variable
(predicted sign) Panel A: 9&$7] oA Panel B: €J3$]7] o] %
Model 1 Model 2 Model 3 Model 1 Model 2 Model 3
Intercept -0.2634 -2.858***  -3.1574*** 0.0374 -2.4338***  -2.4375"*"
(0.2634) (0.3427) (0.3705) (0.2249) (0.3035) (0.3062)
Tobin's Q(-) -0.3261***  -0.2084***  -0.2328"** -1.405"**  -1.2021***  -1.2004***
(0.0812) (0.0978) (0.0991) (0.0920) (0.1158) (0.1158)
G(+/-) 2.1363"** 1.5831*** 1.5178*** 1.5416*** 1.2173***  1.2682™**
(0.3677) (0.3918) (0.3941) (0.2552) (0.3003) (0.3026)
PA(+) 25.0291***  22.5268™*  23.2942***  21.2178***  19.3706*** 19.2742***
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Why do firms pay dividends?:
An empirical test of life-cycle theory in Korean firms

Sungsin Kim*

Abstract

This study investigates whether there is a relationship between life-cycle of firms and
dividend policy in a sample taken from the KOSPI market over the period 1982-2010.

In life-cycle theory, dividend policy of firms differs across the need to distribute the firm's
free cash flow by means of investment opportunity set. Specifically, mature firms with current
high-profitability and low-growth rate tend to pay dividends because they have fewer attractive
investment opportunities, while established firms with low-profitability and high-growth rate
become more likely to retain profits because they have abundant positive NPV investment
opportunities.

We predict a positive and highly significant relation between the probability that a firm pays
dividend and life-cycle. We use RTE (retained earning to book equity) variable as proxy of
life-cycle of firms.

The main empirical results are as follows: First, when comparing paying and non-paying
firms, paying firms have higher profitability and larger cash balance than non-paying firms.
However, paying firms have less investment opportunities than non-paying firms. After IMF,
proportions of payers have steadily decreased over time. We calculate firm's propensity to pay
dividends (CP) as difference between actual percent that pay them and expected percent of
firms that pay dividends in a estimated logit regression model. Over a period excluding the
IMF period, 2001, and global financial risk period, CP shows negative value and it indicates
that many firms pay more dividend than expected.

Second, we find that in a logit regression, controlling for cash balances and dividend premium,

there is a positive relation between RTE and the probability that a firm pays dividend. Furthermore,

* Professor, Department of Business Administration, Sangmyung University
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these results offer that there is a weak negative relation between dividend premium and
dividend policy. Thus, our evidence indicates that dividend policy of Korean firms doesn’t
support dividend premium theory.

Third, we examine the impact of RTE vs profitability/growth on the probability of paying
dividends by means of portfolio approach.

Firms with high profitability and low growth rate exhibit a substantially higher probability
of paying dividends than firms with low profitability and high growth rate, despite controlling
firm size. Also, differences in the probability of paying dividends are associated with firms size
differences.

Fourth, RTE and the propensity to pay dividend (CP) have some predictive power for the
second year ahead and the third year ahead stock return.

Fifth, When we divide the study period into before IMF period and after IMF period, RTE
plays an important role in dividend policy. It indicated that these findings support life-cycle

theory.

Key words: life-cycle theory, dividend policy, high-growth rate, RTE, the propensity to
pay dividend

166 HASHT x40 R3S 20134 6%



