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apo] AR Y AFE YellE () ok -3 Yeh, ** *= 47 5%, 10% £ (FZ) A o8-S Yehdct
gy Zo] A%
Low 2 3 High B (High-Low)
g A 1670 3t9] XEZ e ¥YEZYL 2345 E(r,, —r,,)
Low 0.0156 0.0163 0.0184 0.0207 0.0177 1.15
) 2 0.0149 0.0166 0.0188 0.0201 0.0176 1.34
o)z 3 0.0157 0.0169 0.0186 0.0204 0.0179 1.66*
A High 0.0159 0.0164 0.0189 0.0208 0.0179 1.73*
At 0.0155 0.0165 0.0186 0.0205 0.0178
2to] % (High-Low) 1.92* 1.75* 1.63 1.42
3 B: 1670 9] TEZe| oW AFIEERQ 23} E(r, , —1;,)
Low 0.0183 0.0194 0.0242 0.0253 0.0218 1.57
W 2 0.0185 0.0191 0.0246 0.0257 0.0219 1.88*
rol 2 3 0.0181 0.0198 0.0239 0.0251 0.0217 2.06**
T High 0.0189 0.0195 0.0244 0.0254 0.0220 2.26**
ot 0.0184 0.0194 0.0242 0.0253 0.0218
2ol 2% (High-Low) 2.34** 2.07** 1.92* 1.43
g C: 1670 319 TEZF oW JYgHE W TEZEQ $IUE Zn|d(sMB)
Low 0.0064 0.0079 0.0095 0.0107 0.0086 1.39
o 2 0.0065 0.0081 0.0097 0.0109 0.0088 1.67*
o)z 3 0.0068 0.0083 0.0101 0.0112 0.0091 1.83*
T High 0.0068 0.0086 0.0103 0.0114 0.0092 2.05%*
Bt 0.0066 0.0082 0.0099 0.0110 0.0089
i}o] 214 (High-Low) 2 06** 1.94* 1.67* 1.35
d D: 1670 8¢ £EZE| ¥ BM HlE& W XEZTQ FUE Zv|d(HML,)
Low 0.0057 0.0068 0.0084 0.0096 0.0076 1.49
e 2 0.0056 0.0067 0.0086 0.0094 0.0075 1.63
rol 2 3 0.0058 0.0069 0.0085 0.0098 0.0077 1.78*
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At 0.0109 0.0107 0.0110 0.0110 0.0109
zko] 74 (High-Low) 1.69* 1.61* 1.48 -0.91
g F: 1670 3t TEZg|d wgAtEd 24 TE ° FYUE lLE]”]%*(DivSmoothH]llLt)
Low -0.0120 -0.0123 -0.0123 -0.0122 -0.0121 -1.25
et 2 -0.0119 -0.0122 -0.0122 -0.0120 -0.0121 -1.76*
ol 2 3 -0.0117 -0.0116 -0.0117 -0.0119 -0.0117 1.49
= High -0.0123 -0.0119 -0.0121 -0.0123 -0.0121 1.63
Bt -0.0119 -0.0119 -0.0120 -0.0120 -0.0120
2to] 714 (High-Low) -1.83* 1.68* 1.51 0.96
AASAT H43A ®M3E 20149 68 873
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-0.110
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ARG A gl wjgaFo] F252 Ef m| $891°] Fama and French(1993)¢] 38%1 23
AE S IAEA 3 A9E yepdeh, A4 £ 9] 7GRy BM 893 22 Ao A2 ¥
2717H(1992~2011d) ol thet Fetd AT FA9E 8o ® AHE & J5& AAtett

A, (RE1)E WeAls ol 719729 BM H & A 8 ]7}01] et 24 2%, (R¥1) (2
= AYHSFE ARG SARYol, (BF2)= Hl F3)9 AwHs FollA, WigHdlee F4 2749
A ES AT d s AYUSE AR SR B 10% —i* A e F(+)e G2 rxl
Yo, (R3] AWHFE BF FYg A2 o weATE CAPMAAM AT e AAA
go|tt, 'Y Fama and MacBeth(1973)¢] 8¢ 9385 wgsty] wfjZo F2 5 &0 ot &
A AR A wjF o] FAxAFAE F (+)9 FEE v Aolgte 7dig 2ol uste
o JEgE MAE WeR AW, wgaid ™, Fama and McBeth(1973)2] J9H 3|AE

I
1>
Ble
10
T

(% 6) tig27Sol #zt

of
L3

of ozl ¥

0

AA wWF7Id BES Uz wigaFdo] MErIde 97 F45YEd v 93-S Fama and McBeth
(1973)9] ddd ALY S FLste] AN 3tk FE5HEFE MNEVGe] 497 FAxHFA &0, SHHSTE
e, 71995, BM Hl&, vigsdE 9 wjgaideltt. () eakgke] ojBigdS nedt Wh1te(1980)
o] FATFQX }(corrected standard errors)E A&% t-g= e, ¢ ** = 44 1%, 5%, 10%
(F)AN Fo18< tehant.
o o4 A FE71ZF (1992~2011) A7) 3277 =5 3977
=T ny 28] D) 233 (1992~2001)  (2002~2011)
o . 0.004 -0.011 0.004 -0.011 0.027
er (0.37) (-1.15) (0.35) (-1.00) (0.94)
5 s 0.021* 0.020* 0.021% 0.005 0.047**
n (1.89) (1.81) (1.85) (0.52) (2.39)
-0.012%* -0.011** -0.031%* -0.011
In(ME). -
"B (-2.77) (-2.43) (-7.41) (-0.53)
, 0.013** 0.010* 0.012 0.010
@B F (2.16) (1.94) (1.62) (0.21)
0.748*** 0.588** 0.403"* 0.689*
; ld. , -
DivYield, (3.38) (2.47) (1.71) (1.86)
-0.012***  -0.011** -0.012* -0.033"
Di ) -
iwSmooths, % (-2.99) (-2.32) (-1.69) (-1.73)
#2%(n) 6,894 6,894 6,894 3,408 3,486
Adjusted R 0.0748 0.0756 0.0868 0.0765 0.0783
Ftest 17.04*** 17.96**  19.15*** 18.30*** 19.76***
ANAs T4 43 a7, AR 7174, -EA 3 717 (7,) =0 -0.286(-1.73)*
(t—test) H,: AAEA717H, ) -EA 89 717HA,) =0 0.021(1.69)*

AASIT H43H M3z 20144 6¥ 875



ol

o)
=

n)x|3, BM H]

JarS

O
[e}

ekt (S1EA)elM = A wiE

il
]
el

xr
izl

10% FTolA ol

b

2 o] 1670 3

o

Bl 1%9 5% oA

]

T

Boudoukh

LIS

B]

A& AAlska, (3

= 1A= AAL A%

#h o
FAz2059 80 1% 5% $EA £

et al.(2007)¢]

9

6"_}

o}J

(factor

ojn

S

9

1674

10% FEolA frold F(+)9 gez vehsta,

L
T

loading: m,)

q

)
E(hp)

+

F
A
=

[
Z

Els

oAA 14707} 1~5% A 7+

o] oz Yehtow BM HE 8¢

=
5

o] ¥l

9 8ol

e FAe 74

2 Uehgrh Wepd A9, 7197 2 BM v

< AR,

Zn9L Fama and French(1973)¢]

RELE

of et 2]71A 3t

HE7|ZE

a8 F 7HA e

(+)9 %S vl @ 4 Uk 29

(1992~2001)<] =i

I
XE

1671 3k

A= (dy,) =

ol

22 FA 127471

F1712E(1992~2001d) <] wi

=8 8
A%

A}F
2}
9

el

0.689) 5t} 10% FlA

Vi~

~10% =AM frold F(+) ez Uyttt

=
-

H17178(1992~

]

g2

F91717H(1992~2001') <] i

A 3
o Ay,

aL,

= =4

p

-0.012)

et al.(2007)¢]

-0.033) &t}

9] 74]'/[\‘(75

2

2001d) 9] wie

10% ol freletz Aot o

oA 13707F 1~10% FellAl et

EZFL

Z]-uj

+()9] gro R vERgTh WA,

T M43H M3z 20144 62

S0l

q

7O:|O

876



(B 7) oA E-tARE 167H 5t9 ZEE2|00|M HiHARE Q0l0] ZEEZ|Q £UE 0[x= ¥e
o 3 4

)
1o
=
=2
X
rr
=
=
=3
(e
N
hincs
o
ox
|
ul
o
13
fi
j=
ofl
).
o,
i
)
j=o
W
[
o
ol
N
N
M
N
g

, L =
ot (Bl 22 = e RN S dAlein, $EHsE ZTEZL L 234 :
7197, BM Hl&, wiEgE 3 ougaird 29l viitwolth t-gh2 eapate] o]EibdE wejdh White(1980)9]
TRRFAE A goto] Azatn], ™ ** = A 1%, 5%, 10% TR AN Fd2

Low 2 3 High Low 2 3 High

t(a)

ai? D
Low -0.012""* -0.019""* -0.020"** -0.040"* -9.28 -9.59 -10.55  -14.09
Elikcs 2 -0.035™* -0.029"** -0.028"™ -0.031*"** -14.72 -12.40 -12.37  -13.86
F98 3 -0.040™*  -0.032"** -0.044*** -0.035"** -19.18 -18.96 -18.67  -19.50
High -0.016"** -0.030"** -0.039*** -0.041*** -8.33 -12.82 -13.34 -13.74

t(mn)

mﬁ
Low  0.080"**  0.126™*  0.090"** 0.060* 2.64 4.99 3.08 1.66
Ll 2 0.139***  0.217***  0.158™**  0.172*""* 492 7.49 5.63 6.29
FdE 3 0.258"**  0.255"™  0.243"**  0.249"* 10.88 10.54  9.72 11.01
High 0.266***  0.229***  0.231"** 0.212*** 997 9.10 8.86 9.05

SZ) D
Low  1.516™*  1.494**  1.317*"* 1.208"*  7.96 10.88  10.92 11.70
Elikcs 2 1.158**  1.007***  0.996***  0.815""*  9.48 8.05 7.62 6.96
FoE 3 0.745***  0.618"** 0.463" 0.120 6.63 4.87 2.54 1.28
High  0.307** 0.042 0.175**  1.483* 249 1.53 2.85 5.27

h, t(h,)

Low  0.718"*  0.397"* 0.053 0.643***  3.78 3.42 0.48 7.88
Ll 2 0.793*** 0.355** 0.188 0.802***  6.86 2.25 0.11 8.21
TIE 3 0.580*** 0.172 0.296* 0.971*** 553 0.53 1.69 9.06
High  0.385*** 0.097* 0.586™**  0.925"*  4.25 1.78 5.40 9.28
dy, t(dy,)
Low 1.453 1.426"*  0.940""*  1.186™** 1.31 3.14 4.66 2.58
Elikcs 2 2.059"** 2.120 0.803 0.251 4.08 1.46 1.25 0.15
FAE 3 3.508***  3.317***  2.969***  2.204*** 10.76  8.65 5.49 6.88
High 1.691***  2.435™* 1.582*** 1.287* 13.85  3.97 3.31 1.74

ds, t(ds,)

Low -1.200°°% -1.352° -1.927°"" —2.070°° -9.50 -10.08 -8.96 -2.86
Ll 2 -1.669™*  -2.246™* -2.456™* -3.126*"* -3.93 -4.06 -4.98 -3.97

FlE 3 -0.243 -0.991" -1.092 -0.115 -0.52  -1.92 -0.55 -0.26
High -1.325"** -2.028*** -2.152*** -2593*** -463 -9.18 -7.24 -8.12
adj— R*

Low 0.2852 0.2818 0.2897 0.2786
0.2243 0.2383 0.2184 0.2453
0.2286 0.2396 0.2025 0.2209
High  0.2351 0.2490 0.2243 0.2347

b=
g B: 2w 9 SARY
il

- A m, s, h, dy, ds, adj— R?
A% 00277 001977 0817 129677 1682 2119 gog
t — value -49.08 22.86 15.86 12.49 17.46 -20.81 )
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(E 8) stl7|2td vt E-Hi=tARE 167l 519 ZEEZZ|Q0|AM HIFHATRE 20I0|
ZEEDR &0 Djxle IE
(AdA)M = a7 wgpel gl and 1670 sk E2olA HH 259 agle] XEEZZ L FEd nAE 9
&2 2709 S871tE W*O ﬂli AAE FAESE A, e 167] ot TEEE| o 97 XEZY
9 2A4IFo|y, EYHLE %f‘a&‘dﬁéi NAZEZZ Q. iﬂr*“% :LFJ7 71%1?@ BM Bl &, wjg5dE 2 g
259 2 YEZY S £9Y& Zgu|golth. (HEBldA e 2719 SHI7IEE ddo R 2R FTd AR S AA
o, FEUSE TEZYQ 29 Eo|n, AWHSsE A9 ZIAFE, BM HE, W94 E 2 HH”£¥‘% 29l
nzolt}, ()ehe AR o|RAMYS m g White(1980)9 FHEFLAE AL -3 YERAH, e
2 1%, 5%, 10% $3(%%) A F98S Yepdt
g A 194 AAE AR
AR 31817174(1992~2001) 4 3191717H2002~2011)
Low 2 3 High Low 2 3 High
a, Q,
Low -0.020"**  -0.021*** -0.029*** -0.033*** -0.031*** -0.027*** -0.020"** -0.028"**
(-6.65) (-6.08) (-7.18) (-7.99) (-14.86) (-11.95) (-11.23) (-17.07)
9 -0.025***  -0.040*** -0.021*** -0.033*** -0.025*** -0.030*** -0.028*** -0.031***
LS (-6.86) (-8.02) (-4.77) (-6.35)  (-20.94) (-20.16) (-17.83) (-22.53)
FAE 3 -0.092*** -0.086*** -0.090*** -0.091*** -0.021*** -0.020*** -0.023*** -0.027***
(-38.05)  (-36.19) (-42.55) (-36.46) (-19.52) (-21.23) (-23.08) (-21.49)
High -0.063*** -0.068*** -0.076*** -0.088"** 0.029*** -0.012*** -0.019*** -0.026"**
(-17.23)  (-19.53) (-18.63) (-19.63) (3.85) (-4.19) (-10.18)  (-12.65)
mp TTLW
Low 0.046 0.095***  0.080*** 0.036 0.149***  0.196***  0.128"**  (.154***
(1.52) (3.99) (2.68) (1.08) (5.13) (6.83) (3.46) (3.86)
9 0.044 0.133** 0.153*** 0.166*** 0.176*** 0.203*** 0.197***  0.175***
LS (1.46) (4.12) (4.27) (3.83) (8.59) (10.52) (7.48) (6.29)
FAE 3 0.133***  0.109*** (0.118"** 0.148"** 0.156™** 0.170"* 0.163*** 0.182"**
(7.05) (6.46) (7.17) (9.08) (7.80) (10.17) (11.41) (10.22)
High 0.196™*  0.228"* 0.206™* 0.172*** 0.147"* 0.128"**  0.089** 0.112%*
(7.86) (10.95) (8.53) (8.36) (3.85) (4.36) (2.86) (6.17)
Sp Sp
Low 2.176***  2.092**  1.976"* 1.805"** 1.159"** 1.689™** 1.275***  (0.997***
(4.85) (2.53) (6.82) (7.53) (6.18) (8.26) (8.72) (7.66)
9 1.758%**  1.639*** 1.426%** 1.375"** 0.988*** 0.916"** 0.964*** 0.877
i g (5.19) (4.80) (7.55) (8.15) (6.97) (7.14) (5.63) (1.60)
FAE 3 1.356%** 1.196** 0.867" 0.729 0.497**  0.348** 0.156 0.006*
(3.42) (2.48) (1.68) (1.25) (2.53) (2.13) (1.38) (1.68)
High 0.976***  0.538"* 0.105" 0.388 0.217* 0.097* 0.298 0.483*
(5.19) (2.17) (1.70) (1.04) (2.16) (1.85) (1.26) (1.95)
h, h,
Low 0.916"*  0.506*** 0.075* 0.538***  0.108"** 0.165™* 0.323***  0.597***
(3.46) (3.12) (1.70) (6.42) (4.16) (3.88) (4.81) (6.03)
9 0.753***  0.483*** 0.065 0.629***  0.242*** 0.006™*  0.369***  0.821%"**
g (4.82) (3.92) (1.34) (7.56) (5.58) (4.27) (4.88) (7.22)
FAE 3 0.503***  0.088*** 0.372 0.827***  0.006™* 0.360™** 0.528***  1.007***
(3.72) (3.06) (1.24) (6.50) (3.97) (3.38) (2.86) (9.14)
High 0.254***  0.167"* 0.628* 0.962***  0.115** 0.435™* 0.762***  1.188"***
(3.16) (2.15) (1.66) (7.49) (3.28) (4.83) (6.13) (10.08)
HASHAT H43A ®M3E 20144 68 879



(X 8) stel7|2he s E-tig27d 1674 3P$l

ZEZE|2 T8 nlxls &

2574 2200]

AR 3+917174(1992~2001)

4 ot417174(2002~2011)

Low 2 3 High Low 2 3 High
dyp dyp
Lo 30317 1028 20167 22947 2176 1862 0607 27297
0 (4.06)  (5.99)  (543)  (3.8%)  (10.86) (497  (0.88)  (12.40)
) 3.056  2.252°  3.206"*  3.076% 3.175%** 2852 2209 3462
g (1.49)  (1.94) (842  (2.05 (2952 (15.16)  (8.63)  (19.82)
FUE, 2286° 1286" 34587 3.386™ 3.867°* 506" 3.2267 2817
(746)  (7.86)  (6.83)  (5.34)  (30.61) (26.73) (23.26)  (18.94)
i 108670095 0417 2307% 28757 1691 15847 1507
B 452 (021) (0390  (1.99) (2865 (13.86) (14.88)  (11.67)
dsl7 dsp
Loy LG8 1068 20697 231877 240677 26637 2675 2068
(-7.19) (807  (-9.83) (577  (-8.18) (-8.96)  (-9.27)  (-2.46)
o, L2547 -14987 1518™ 14277 10237 16297 2362 1.050°
wy (-6.07)  (-6.99)  (-10.05) (-4.75)  (-3.67) (-5.14)  (-5.87)  (-1.88)
$9E . 1007 0423 0768 1196 -0.120 0628  0.792' 1406
(-1.77)  (0.28)  (-0.85)  (-0.83)  (-1.07)  (-1.64)  (-1.86)  (-2.93)
b L2757 24207 24617 26047 1.046™ 20767 2.228"" 3159
B (589)  (-9.75)  (-7.79)  (-9.68)  (-14.06) (-8.07)  (-19.34)  (-20.86)
adj— R* adj— R*
Low 02853 02493 02743 02391  0.3048 03195 0.3164 0.3175
wj 2 02075 02283 02068 02579  0.2968  0.2923  0.2953  0.2968
Zl% 3 02718 02817 02519 02728 03075  0.3017  0.3023 0.3086
High 02608  0.2695 02576 02574  0.2759  0.2982  0.2916 0.2967
gd B: 2% Jod FARY
SH9713 3% m, 5, hy dy, ds, _ adj— R’
A% & -0.069°** 0296  0.275°** 1.093"* 1.486™* -3.086""*
1992~2001 " e -57.96  18.61 8.18 6.84 13.08 2084 02973
A% 3 -0.032**  0.318%*  0.353***  1.897"*  2.186"* -2.765***
2002~2010 7 e 5407 2368 16.84 3751 5589 5395  0-309%
AN E WP Go] 71045 WGaR  (19BIY B4 2%, AL DHE(m,), 7
9 o9l Agzeudel WaEst fadte] XEZ SPR 2% WAE(s,), BM Hl& 8% WA= (h,
Plo Zuepoge] aAUn & 4 Ak me 2 MPSYE 29 WHw(d,)d AAAFE T
7} &9 7|1 7t e wg AT 8919] Fama and 7Re] 73N T 1% FFolA w23 < (+) 9
French(1993)¢] 329 23] 7I¢#EY BM & o= yepston, wgaid a9l Wzke(ds,)
A3} e AN A2 FEAD 29lom 49 AAASE 1% $EdA 498 S0 goz
g 4= oltke £77F Eok et} olge Azt (FdA)9 dAslE 2R

880
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AR ARLI 49 AR

(E 9) sigage
AA MG S Fo sy

o] 7| HEXI7}

$gol3, AgurE sy ,
5ol elet. ()

28I REY X

el
o ABEAT} A2 £34 A

s T
H|&, MTB H&, Eﬂbﬂﬂxl H&, AP g, o2 QApgtol o]¥abgd-S :eld White
(1980)9 ZAXFLAE AL t-k= UehlH, *** ** & 244 1%, 5%, 10% F(FFH) A4 Fogs v
Epdich,
2= a4 7IRFAL 1WA FE ARE T
s rE A8E o3 ny 2¢E4  AERPAY EMa
e 18.957**  3.316*** 1.300%**  1.668*** -0.071 13.362***
°r (7.13) (3.55) (4.81) (2.82) (-0.20) (7.21)
Divsmooth 4 0.001** 0.001** 0.001 0.001* 0.001 0.001
Hoomeo (2.38) (2.07) (0.55) (1.79) (0.89) (0.79)
Gioe . 0.003** 0.001 0.001* 0.008** 0.001* 0.001
(2.05) (1.40) (1.75) (2.14) (1.95) (1.41)
) N 2.470%** 0.429*** 0.169***  0.214** 0.011 1.746***
ge (7.06) (3.49) (4.77) (2.76) (0.24) (7.17)
rou . 0.181*** 0.069*** 0.003 0.023* 0.004 0.106***
(3.25) (3.52) (0.55) (1.90) (0.53) (2.72)
T ) -0.007 -0.003* -0.001 -0.001 -0.002*** 0.002
(-1.20) (-1.79) (-1.56) (-1.03) (-3.34) (0.61)
. ) -0.004 -0.007 -0.002** -0.003 -0.002 -0.002
verage (-0.32) (-1.57) (-2.14) (-1.26) (-1.32) (-0.28)
. . 0.001* 0.001*** 0.001 0.001 0.001 0.001
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The Effects of Dividend Smoothing on
Stock Returns of Firms

MinShik Shin* - SooEun Kim™**

Abstract

In this paper, we study empirically the effects of dividend smoothing on stock returns for
firms listed on Korea Securities Market of Korea Exchange. Leary and Michaely’s (2011)
dividend adjustment model indicates that firms have long run target dividend per share, and
that firms adjust partially the gap between actual and target dividend per share each year. The
main results of this study can be summarized as follows.

The main finding is that firms that smooth more dividends earn lower abnormal returns than
firms that smooth less. This finding suggests that investors place a lower risk on stocks that
distribute smooth dividends, and are willing to sacrifice a portion of the expected returns for
holding those stocks. From firm's perspective, this finding suggests that firms that smooth
more dividends face lower cost of capital. The other result shows that differences in risk
account for at least part of the return premium associated with low dividend smoothing stocks.
We construct a dividend smoothing factor, similar to the way in which Fama and French(1993)
construct mimicking portfolios using Size and Book-to-Market factors, and show that sensitivity
to the dividend smoothing factor helps explain the cross—section of stock returns. Low smoothing
firms exhibit greater sensitivity to this factor, indicating that they are systematically riskier
and command higher returns. Therefore, dividend smoothing captures additional common risk
factors, which are not incorporated in the Fama and French(1993) three factor model. New
smoothing risk factor, constructed as the difference between low and high smoothing firms, is
significant in pricing the time-series of stock portfolio. The results show that firms that do not

smooth dividends bear additional risk, which is priced in the returns of their stocks. Moreover,
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this study shows that institutional investors, and especially bank and financial investment
company, are more likely to hold dividend smoothing stocks. That is, institutional investors
favor dividend smoothing firms. Allen, Bernardo, and Welch(2000) suggest that dividend smoothing
is a mean of attracting and maintaining institutional investors, who minimize financing costs
through their monitoring and information gathering roles.

In conclusion, investors place a lower risk on stocks that distribute smooth dividends, and are
willing to sacrifice a portion of the expected returns for holding those stocks. From firm's
perspective, firms that smooth more dividends face lower cost of capital. Moreover, dividend
smoothing captures additional common risk factors, which are not incorporated in the Fama
and French(1993) three factor model.

Key words: dividend smoothing, stock returns, firm size, cost of capital, institutional

investors
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