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Abstract - This paper extends earlier research concerning the various factors effecting corporate dividing policy by using 
CAPM model function. The focus of the present research is based on cross-sectional analysis for a period (1990-2009) of 
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return were high rang over years. The results show also, the highly positive significant relationship between expected return 
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I. INTRODUCTION 
 
The applied dividend policy differs from one firm to 
another according to different factors. These factors 
are limited to the conditions inside the firm and the 
management perspectives. A firm’s dividend policy 
can be influenced by taxes, asymmetric information, 
incomplete contracts, institutional constrains, and 
transaction costs (Miller and Modigliani, 1961; Allen 
and Michaeli, 2002).  
 
II. TAXES 
 
The focuses of previous tax literatures on dividend 
policies were about the starring role that tax play in 
the dividend policies in general. Some literature 
classified into two components: models for dynamic 
trading (Kalay 1982, Michaely and Vila 1995) and 
models for static tax clientele (Elton and Gruber 
1970). Concerning static tax clientele models, the 
buy-and-hold strategy is applied by investors, and 
their tax standings determine their selection of the 
stocks that would reduce their tax responsibilities. 
When the tax environment changes, according to 
static models the firm adopt suitable policy that fit 
dividend policies which will lead to client tax 
preferences or will lead to change the firm ownership. 
Prior empirical studies provide mixed results on the 
relationship between investor tax status and dividend 
yield (Blume et al., 1974, Lewellen, et al. 1978). 
Some literature investigates the dividend policies 
impact of changes on the ownership structure of the 
firms with different observed results (Richardson, et 
al. 1986, Michaely, et al., 1995, Brav and Heaton 
1998). Perez-Gonzales (2003) investigates the 
expected link between tax rates and payout levels. 
The U.S dataset results show that firm hold by 
enormous numbers of individual shareholders modify 
their payouts according to the personal income tax 
rate, supportive of the static tax clientele model.   
Concerning models of dynamic trading, investors 
distributed on different tax groups trade in days 

before the ex-dividend days to change the tax liability 
of investors’ distribution to low tax groups. In cases 
were the transactions are free of cost and risks 
avoided, tax payments can be prevented totally. 
However, the drop of price through the ex-dividend 
days is smaller than the dividend indicating that the 
tax cannot be dropped in dynamic trading (Frank and 
Jagannathan, 1998). The unhedged risk, transaction 
cost or both may be the contributors of this cause 
(Allen and Roni, 2002).  
In Norway, before 1992, the taxes included both 
corporate level and the personal level. If the income 
was kept as retained earnings, it was taxed as retained 
earnings at the firm level as well as capital gains at 
the personal level. If the shares were kept for more 
than three years, the capital gains would be regarded 
as proceeds from long-term investments and became 
tax exempt. Otherwise, income from investments of 
short-term was taxed for a rate of 40%. If 
alternatively the corporate income was paid out as 
dividends, it became subject to both corporate tax and 
personal income tax which was also 40%. Capital 
increases were believed as being more 

 
The tax ruled changed again in 2001, when the 
Norwegian tax authority imposed a special tax on 
personal dividend income: dividend income 
exceeding NOK 10000 was taxed at the rate of 11%. 
Those affected by this regulation were large 
individual investors. This tax treatment was only 
effective in year 2001 and was abolished in 2002.  
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Meanwhile, foreign investors with 30% of the entire 
market hold in the Norwegian capital market are only 
subject to hold back tax for their dividend income in 
Norway at a rate between 15% and 25%. Their capital 
gains are not taxed by the Norwegian tax authority. 
 
III. ASYMMETRIC INFORMATION 
 
The agency problem of incomplete contracts views 
the dividend policy as the consequence of the 
separation of ownership and control. The 
management of a widely held firm could allocate 
resources to projects that benefit themselves, which 
are not in the best interest of the shareholders. To 
prevent such sub-optimal expenditures, shareholders 
can minimize the cash under the management’s 
control by demanding substantial dividend payment 
from the firm (Easterbrook 1984, Jensen 1986). Some 
also suggest that the management voluntarily commit 
to pay out cash under the threat of disciplinary 
actions (Fluck 1999 and Myers 2000).  
 
The extent to which the management is capable of 
value destroying actions is associated with the 
ownership structure of the firm. Shleifer and Vishny 
(1986) raise the argument that large shareholders can 
play the role of monitoring the management, which 
enhances the value of the firm. Allen, Bernardo and 
Welch (2000) emphasize the firms’ preference for the 
large institutional shareholders that the firms choose 
dividend payout levels which fit these shareholders’ 
tax brackets. These models seem to suggest that the 
high dividend payout level and the presence of large 
shareholders are substitute corporate governance 
mechanisms. 
 
Stock repurchases were forbidden in Norway until 
year 1999. After that company taking place of 

partially related to liquidity supply and price support 
by the firms after the stock market crisis since 
September 11, 2001. In this study we do not consider 
the effect of stock repurchases.  
 
IV. THE MODEL OF DIVIDENDS AND SOME 
EMPIRICAL IMPLICATIONS 
 
The above discussions argue that even in an era of 
relatively increasing repurchase activities and 
relatively decreasing dividend distributions, 
dividends and repurchases are fundamentally 
different and unlikely competing means of paying out 
cash to the shareholders. They are caused by different 
characteristics of the firm and are used to achieve 
differing goals. Under many circumstances, the 

motivation for dividends should dominate that of 
repurchases. 
Dividend initiation is perhaps one of the most 
important events in the life of a public firm (the most 
important of which may be its IPO). This study tries 
to add understanding to this issue. Existing empirical 
studies usually ignore how long it takes a firm to 
initiate dividends. In these cross-sectional analyses, 
whether it takes a firm 2 years or 10 years toinitiate 
dividends is not distinguished. This may introduce 
omitted variable problem and cause biases in the 
analyses. In Easterbrook’s (1984) framework, 
dividends are means of mitigating the severity of the 
agency cost problem. When the agency cost is less 
than the cost of paying dividends (such as higher 
taxes on dividends), that is, when the agency cost is 
not worth mitigating considering the cost of 
mitigating it, the firm maintains a zero-dividend 
policy. Over time, the firm grows and the agency cost 
problem may become more severe. The management 
of the firm weighs the cost and the benefit of 
adopting a positive dividend policy. When the benefit 
exceeds the cost, the firm may switch from a zero-
dividend policy to a positive dividend policy. But, if 
there is stickiness in the zero-dividend policy, the 
management may tend to postpone a dividend 
initiation until the relevant conditions of the firm 
overwhelmingly favor a positive dividend policy. 7 
Apart from the duration for a zero-dividend policy, I 
consider the following firm-specific factors that may 
contribute to the triggering of a regular cash dividend 
initiation.  
 
Profitability 
The management of a profitable firm may have a 
higher tendency to engage in nonvalue-maximizing 
activities, because these activities become less 
observable when a firm is very profitable. Thus, the 
cost of monitoring may be high. At the same time, 
when a firm becomes profitable, the agency cost 
associated with the wealth transfer from 
equityholders to bondholders intensifies. The 
existence of both of these costs calls for dividend 
payment (Easterbrook (1984)). A high level of 
profitability is associated with a highprobability of 
disappearing positive NPV projects, so the agency 
cost of free cash flows is high (Jensen (1986)), this 
may also call for cash payment to the shareholders 
and dividend payment is one of the options. Based on 
the above, I predict that profitability is factors that 
contribute positively to the triggering of a dividend 
initiation. The faster the profitability grows, the 
sooner the firm starts paying dividends, thus the 
shorter the duration of a zero-dividend policy. 
 
Growth Opportunities 
The magnitude of the above mentioned agency cost 
problem is relatively low when a firm has a lot of 
growth opportunities. When positive NPV projects 
are abundant, the agency cost related to free cash 
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flow is low. The risk associated with a high growth 
firm is usually high, wealth transfer from equity-
holders to bondholders is limited or the other way 
round. The cost of monitoring the management may 
also be low when opportunities abound. This means, 
a firm with lots of growth opportunities may have a 
lower level of agency cost problem, thus less need to 
initiate dividends. Empirically, we should observe 
growth opportunities deferring the initiation of 
dividends. They should contribute positively to the 
duration of a zero-dividend policy and negatively to 
the triggering of a dividend initiation. 
 
Size 
I expect size to contribute positively to the triggering 
of a dividend initiation. Part of the argument is 
similar to that of profitability. Some additional 
arguments are discussed here. When the size of a firm 
is small, insider holdings may be relatively high. 
Theinsiders may be more willing to internalize the 
monitoring cost (Jensen, et al., 1992), thus less need 
for dividends. When the size of a firm gets larger, 
shareholding may become more diverse and 
monitoring by shareholders becomes more difficult. 
Size may also be related to the stability of cash flows 
and diversity of businesses within the firm. This will 
create agency cost problem associated with wealth 
transfer, monitoring and free cash flows. So, size 

should contribute negatively to the duration of a zero 
dividend policy and positively to the triggering of a 
dividend initiation. 
 
Share Repurchases 
As discussed earlier, there is no consensus concerning 
the relation between dividends and share repurchases 
in the existing empirical literature. Though it is my 
intention to stress the importance of studying 
dividends in this paper, the impact of repurchases on 
dividends needs to be understood. If repurchases are 
substitutes for dividends, then their existence should 
delay dividend initiations. So they should contribute 
positively to the duration of a zero-dividend policy 
and negatively to a dividend initiation. If repurchases 
are complements to dividends, then they should be 
negatively related to the duration of a zero-dividend 
policy and positively related to the triggering of a 
dividend initiation. 
 
IV. METHODOLOGY 
 
This research will study the effect of capital asset cost 
on profitability using capital asset pricing model 
(CAPM). The study will be applied on data collected 
from UK from the period 1990 to 2009. The 
following functions will used for the application of 
CAPM: (5 factor) 

 

 
 
V. DATA COLLECTION 
 
Data was collected monthly for the period 1990-2009 for expected return, free, expected risk-free return in 
market, historical return of the stock market/equity market. The data was collected through the internet using the 
following link:  
http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html 
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VII. RESULTS 
 
The mean value of the negative returns was 0.5589. 
The tests of normal distribution for the skewness and 
kurtosis show that the data is normally distributed as 
their value is within the acceptable range. The results 
shows that there is a wide range of return over the 
studied period (-28.64-18.16) which indicates the 
instable performance of income.  

 
Table 1: Descriptive analysis of the expected returns (Er) 

 
Table 2 shows that there a high correlation between the expected return and the historical return of the stock 
market (Rm-Rf). The other variable are not correlated with each other.  

 
Table 2: correlation between variables 

**  Correlation is significant at the 0.01 level (2-tailed). 
 

The regression analysis shows that the coefficient of 
regression R2 = 0.824 which indicates that the 
expected risk-free return in the market and its 
difference from the historical return of the stock 
market expresses highly the expected return. The 
ANOVA table shows that the model is significant 
which indicates that the model can be accepted for 
the justification of the relation between the expected 
return with the other variables.  
The results show that the coefficient of Rf value is -
0.57 which reflects the negative effect on the 
expected returns. The results show that Beta value 
which represent the slope of the CAPM model is 
1.442.  
 

Model Variables 
Entered 

Variables 
Removed Method 

1 Rm_Rf, 
rf(a) . Enter 

a  All requested variables entered. 
b  Dependent Variable: Er 

Table 3: Regression analysis of CAPM and beta value 
 

Model Summary 

Model R R Square Adjusted 
R Square 

Std. Error 
of the 

Estimate 
1 .908(a) .824 .823 2.99663 

a  Predictors: (Constant), Rm_Rf, rf 
 
ANOVA(b) 
 

 
a  Predictors: (Constant), Rm_Rf, rf 

b  Dependent Variable: Er 
 

Coefficients(a) 

 
a  Dependent Variable: Er 

 
VIII. DISCUSSION 
 
CAPM has been used to estimate Ibbotson and 
Associates, Inc. portfolio in the stock market 
exchange. The results show that the performance of 
the company was not constant over the period of the 
study (1990-2009). There was high range in expected 
returns through years. The results indicated also the 
data used is normally distributed which means that it 
is possible to apply regression analysis for the 
estimation of Beta in the CAPM model. 
The regression model indicates strong relationship 
between the expected return and the other variables of 
the model. The high regression coefficient indicates 
that the justification of the independent variables for 
the expected return is high also. The positive beta 
means that the asset generally follows the market. 
The expected risk-free return in that market affects 
negatively the expected returns but not significantly 
as the p value was more than 0.05. The effect of Rm-
Rf is significant and p<0.05.  

 
 


