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Abstract 

This study examines whether a change in dividends is connected with a change in future 
earnings and can thereby be interpreted as a signal from the management to the market. This 
is a well-debated subject that has been researched several times before this study, often with 
contradicting results. This thesis presents a new approach where it is investigated if firms 
choose between different ways to convey information to the market by adding the variable of 
voluntary disclosure. By doing this the thesis aims to investigate if the dividend of firms with 
a higher level of voluntary disclosure have a lower signalling value and thereby are less 
usable to predict future earnings. The sample consists of Swedish firms listed on Large Cap, 
Mid Cap, Small Cap and the Nordic Growth Market. Several models is used to investigate the 
relation between dividends and future earnings. The sample is then divided into three 
segments after level of voluntary disclosure and same models are then applicated these 
segments. This approach is also supplemented by a multiplicative interaction model. The 
results of this research showed that no clear connection could be proven and a change in 

evidence for whether dividends and voluntary disclosure was used side by side or instead of 
each other was found. 
 
Keywords: dividend signalling, information asymmetry, corporate disclosure 
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1 Introduction  
1.1 Background 
The prediction of future earnings is, to say the least, a well debated subject and a key aspect in 

earnings and analysts, professional investors and enthusiastic private investors spend a lot of 
time and effort trying to interpret all the possible signs of how the profitability is developing 
to get a successful trading strategy. 
The separation of ownership and control creates an information asymmetry between managers 
and the market. This is because managers generally have better information about the value of 
the firm than the market has. Investors recognize this and demand a discount when investing 
since they risk misreading the potential of the stock. Firms that find themselves undervalued, 
have therefore incentives to send signals regarding their true value to the market, without 
revealing strategic and competitive advantages. For a signal to be effective it is crucial that it 
is costly so that weak firms cannot pretend to be a strong firm by mimicking the behaviour of 
one (Ogden, Joseph P., Jen, Frank C. & O'Connor, Philip F. 2003). 

1.1.1 Signalling Tools 
Even though Miller and Modigliani (1961) concluded that in a perfect capital market 

al content of 

investors often interpret this as if the assumed future profit of the firm have been changed. In 
other words a company can signal its opinion of its true value by the dividend. Dividends are 
considered to be costly and therefore are considered to be seen an effective signal. The 
explanation of why dividends are costly and therefore an effective signalling tool are several. 
Bhattacharya (1979) argues that the cost consists of the higher probability of future equity 
issuances. Miller and Rock (1985) explain the cost as an opportunity cost, where a firm could 
choose to reinvest the cash used for dividends instead and gained a profit from the investment. 
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Empirical studies have shown that the market react positively on a raise in dividends and vice 
versa. This can be interpreted as dividends do send a signal considering future earning levels 
(Ogden, Joseph P., Jen, Frank C. & O'Connor, Philip F. 2003). In 1956 Lintner presented the 
idea of dividend smoothing which means that companies tend to set long-term dividends-to-
earnings ratio targets and avoids to change the dividend until management are sure that an 
increased level of earnings are sustainable and lasting. This implies that an increased dividend 
should be considered as a sign of higher future sustainable earnings.  
However some research argues that dividends rather lag than lead. This means that dividends 
are increased after the increment in earnings, putting the signalling value out of play 
(Benartzi, Michaely and Thaler, 1997). But, since the market seems to appreciate dividend 
increments it is reasonable to assume that there at least exists a perception of a signal value in 
dividends. 
Another tool of signalling to the market is the written information that companies provide. In 
every market economy there is regulations of what information firms need to report. Thereby 
firms are forced to disclose information even if they would prefer to keep it. However some 
firms chose to disclose more information than the regulations demand. This can be seen as 
another way to communicate with the market in an attempt to reduce the information 
asymmetry (Healy, PM, Palepu, KG 2001). Darrough and Stoughton (1990) describe the 
decision of how much a firm should disclose as a trade-off between decreasing the 
information asymmetry and giving away strategic information. Thus, voluntary disclosure 
comes with a cost as well. 

1.2 Problem discussion 
The signalling value of the dividend is well debated and researched numerous of times, as will 
be shown in the literature overview. There is no consensus in the literature whether the 
dividend can be used as a signal of future earnings since previous research has resulted in 
different conclusions. The literature that have been reviewed in this study have not taken into 
account the possibility that a company choose a specific strategy to communicate with the 
market. The possibility that some companies actually use dividends as a signal and some 

, which would make 
considered. In this research voluntary disclosure will be taken into account as a possible 
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alternative for companies to communicate with the market and will thereby offer a way to 
understand why the previous research conclusions has been divided. 

1.3 Research Purpose and Research Questions 
This thesis aims to investigate if the dividend of firms with a higher level of voluntary 
disclosure have a lower signalling value and thereby are less usable to predict future earnings.  
The research contribution of the study will firstly be if dividends of Swedish firms can be 
used to predict their future earnings. Secondly, the hypothesis concerning whether companies 
with low voluntary disclosure use dividend as a signalling tool in higher extent will be tested. 
The research questions of this thesis will thereby be: 

1. Can dividends paid by Swedish firms be used to predict future earnings? 
2. Is the dividend signalling value affected by the level of voluntary disclosure? 

1.4 Outline of the Thesis 
Chapter 2 Literature review: Previous theory and research is presented. The structure for 
the literature review is as follows: First the literature for dividend signaling is gone through in 
chronological order to give a clear view of the influential research that has been made on this 
topic and present the main aspects of them. This is followed by a review of the literature of 

previous literature on this subject. Then the main articles are selected for deeper evaluation. 
The literature review also includes a presentation of empirical evidence where these theories 
have been tested.  
Chapter 3 Hypothesis: The hypothesis for the thesis is presented and also linked to relevant 
theory. 
Chapter 4 Methodology: In this chapter the research approach and design are described. In 
the Research Design the chosen variables are described and explained. Major decisions in the 
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research design are discussed and motivated in separate sections, finally, the validity and 
reliability of this thesis are also discussed. 
Chapter 5 Descriptive Statistics: In this chapter the sample is described. First the data for 
the voluntary disclosure is described, and then the financial data from Datastream, through 
highlighting relevant information about the data. 
Chapter 6 Results: Results from the conducted regressions is presented. 
Chapter 7 Analysis: In this chapter, the results stated in the previous section are analysed. 
First Hypothesis 1 is analysed through the results of regressions following Nissim and Ziv 
(2001) and Benartzi et al. (2005). The results are also compared to previous research and 
similarities and differences is discussed. Secondly Hypothesis 2 is analysed based on the 
premise that voluntary disclosure and dividends are substitutes in the choice of 
communication tools. 
Chapter 8 Conclusion: In the last chapter the conclusions drawn from the analysis are 
presented and the research question is answered. Suggestions for further research are also 
discussed.  
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2 Literature Review 
In this chapter previous theory and research will be presented. First the literature for 
dividend signalling is gone through in chronological order to give a clear view of the 
influential research that has been made on this topic and present the main aspects of them. 
This is followed by a review of the literature of corporate disclosure. The literature review 
ends with a presentation of empirical evidence where these theories have been tested. 

2.1 Dividend Signalling 
2.1.1 Lintner (1956)  
The starting point of all research on a firm's dividend policy was John Lintner's 1956 

listed US firms whereas 28 of them were selected for an in-depth survey with their respective 
CEO and 
stockholders preferred a stable dividend rate, and that a premium for stability and gradual 
growth was assigned by the market. Therefore managers wanted to avoid changes if this later 
on had to be reversed and were very reluctant to decrease dividends as it signalled poor 
performance to the market. Because of this the existing payout ratio was used as a benchmark 
in their decision making. This practice, known as dividend smoothing, was achieved by only 
changing the dividends a fraction of the amount indicated from the financial figures. Still, 
earnings was the primary source for determining the degree of change, where how 
conservative the management was played a role in how fast the growth occurred. And finally 
Lintner found that the firms had a long-term payout ratio target. Based on these findings, 
Lintner derived an equation that incorporated the most important factors of the dividend 
policy decision, which he tested and found satisfactory predictions. The equation was  
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2.1 
Summing it up, dividend depends on the current earnings of the firm, and the dividend payout 
last year. And the adjustment factor is linked to how conservative the management of the firm 
is. There have si

sample period of 1946-64 on large industrial firms. DeAngelo, DeAngelo, Skinner (1992) 
found evidence in their sample of NYSE firms between 1980 and 1985 that current income 
was an important factor when determining dividend changes, and that managers reluctance to 
dividend cuts was present as they only did reduce when earnings were especially poor. 
DeAngelo et al. did not use the bottom line earnings as explanatory variable, but instead 
adjusted income for unusual items. The same team revisited the topic in 1996 under a 
somewhat different angle, however they still found that management only engaged in small 
dividend changes. Dewenter and Warther (1998) which focused on comparing US and 
Japanese firms through 1982-
changes is significantly tied to performance; however this was not the case for Japanese firms.  
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2.1.2 Bhattacharya (1979)   

Bhattacharya (1979) presented a model for dividends as a tool for management to convey 
information about future earnings of the company. Investors are assumed to be unable to 

at a fair price since they want to have the opportunity to realize the investment before it 
generates cash flows. Bhattacharya further assumes that frictionless access to extra external 
financing is unavailable and is therefore costlier than internal financing. If management have 
committed to pay dividend, they will pay the promised dividend even if the cash flows of the 
firm turns out to be lower than expected and maybe even lower than the total dividend. The 
shortfall that arises is assumed to be covered somehow, essentially by taking in new external 
cash. Postponement of investments are also suggested but the investment policy is assumed to 
be given in the model. It is important to notice that Bhattacharya assumes that all cash flows 
generated by the firm can be rationally reinvested. The managers are the ones that take the 
decisions regarding the dividends and they are the only ones who know the cash flow 
distributions of the projects and their wealth is positively related to the market price of the 
stock. In the model Bhattacharya shows that managers will decide to pay dividend if they can 
be confident enough that future cash flows is greater than the promised dividend. If they are, 

the behaviour. A firm could pay dividend that is higher than the cash flow but in the long run 
this will imply that the firm will need costly external financing. The cost of paying too high 
dividends will then exceed the benefits. Therefore a dividend will be an effective signal to 
market that management is confident in the future cash flows and investors will by this signal 
be able to distinguish which firms are of high quality and which firms that are not. 

2.1.3 Miller and Rock (1985) 

developed the model in 1985 to research dividend policy under asymmetric information and 
allowing for shares to be traded. When introducing these new assumptions, several new issues 
had to be accounted for. This new model uses a two period system, where firms invest at time 
zero and at time one use the cash flow generated (plus additional funds raised) to be 
reinvested or pay dividends. And then at time two the process starts over again. The model 
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also holds that the dividend announcement comes before the earnings announcement, so that 
the management has superior information which introduces the information asymmetry. This 
new model alters the perception about the firm value for external investors, as well as the 
managers. The reason is that managers now consider both the public dividend announcement 
and the yet to be revealed earnings statement when evaluating the firm. The investors on the 

the dividend -policies. They show in their research that the use of dividends as a signalling 
tool is only sensible for the good-news firms, and that the signalling costs also might be 
worthwhile to avoid the false impression that the firm's earnings weren't good enough to 
justify a distribution of dividends. However it is unfavourable for firms to pay dividends at 
the expense of investments, so window dressing is not a problem for this model. By adjusting 
the model to allow for information asymmetry and trading of shares (not just owning them), 
Miller & Rock found that:(1) unforeseen operational cash flow changes is the driver of the 
dividend announcement effect on the stock price;(2) the information content of unpredicted 
dividend change are similar to the information conveyed by unforeseen earnings change; (3) 
companies paying large dividends also have a stronger capacity to generate cash flows. Based 
on these conclusions, the authors argued that a signalling equilibrium where dividends is 
linked to future cash flows is possible, however the investment rate would be lower and 
dividends higher than in a perfect information diffusion context. 

2.1.4 John and Williams (1985) 
John and Williams develop a model for signalling equilibrium with the aspect of taxes. The 

conjunction with distributing dividends, issuing new equity or retiring securities. All investors 
pay taxes on dividends at the same level which is constant, but there are no transaction costs 

through public audits. However production technology is not. Managers have to, instead, use 
dividends or net new issues of shares to communicate this to the market. The authors also 
include information asymmetry, meaning managers are insiders and possess information 
about the firm's future expected cash flows and possible investment that outsiders lack. The 
market pays a premium for dividend paying firms with higher future expected cash flows and 
investment opportunities. This premium exceeds the taxes that the owners need to pay for the 
dividend. If not, the firm won't be paying high dividends, if any at all. With a high cost of 
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dividends, meaning a significant tax rate, only well performing companies with valuable 
inside information find it worthwhile to pay dividends. As a result of this poor performing 
companies will lack incentives to mimic a well performing firm. The signalling equilibrium 

higher price. 

2.1.5 Asquith and Mullins (1986) 
Payouts, both stock repurchase and dividends, are looked upon as good news. The payout 
signalling idea is based on the fact that by performing a payout the firm shows that it is able 
to generate cash and are confident enough to transfer it to its owners. By this demonstration of 
financial strength the firm can differentiate itself from weaker firms. A payout also put 
pressure on the management to keep performing well so they can avoid dividend cuts, or even 
worse, an issuance of new equity. With this in mind a change of the dividend should reveal a 
change in management's perception of the firm's profitability. 
False signalling, meaning increased dividends without sustainable reasons, is punished since 
management sooner or later need to disappoint the market by cutting the dividend. The stock 
price will usually fall more than what the stock price have increased from initiating or 
increasing dividends. This, and the fact that new external capital comes with costs that 
internally raised capital lacks, limits the management to keep the dividend payout on a 
sustainable level. 
In the article Asquith and Mullins discuss if dividends is an unnecessary expensive signalling 
tool and if information disclosure could be a cheaper substitute. They present three reasons 
why dividends are an effective signalling tool. Dividends are very concrete and are, as the 
authors put is, backed by hard, cold cash. After a dividend announcement the firm must come 
up with the cash. Other signals from the firm may lack the credibility that a cash dividend has. 
Statements from managements and financial statements can be perceived as abstract in 
comparison. This leads us to the second reason, namely that dividends are simple to interpret 

ften up to 
analysts and experts to interpret this information and mediate this to investors. A dividend on 
the other hand is comprehensible to most people. The third reason is that by communicating 

that competitors find useful. 
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Instead of showing how they reach success they simply show that they are successful by 
paying dividend. 

2.2  Corporate Disclosure 
2.2.1 Healy and Palepu (2001)  
In an efficient market corporate disclosure has a vigorous function according to Healy and 
Palepu (2001). Mandatory disclosure is made through regulated financial reports like the 
financial statements. Some firms add voluntary disclosure, such as management forecasts, 

ntent on their homepage, and other 
corporate reports. Information can be shared direct to the market or via intermediaries such as 
the financial press, analysts and other experts. The reason why companies need to reveal 
information stems from the information asymmetry and agency conflicts between principals 
and agents. 
A fundamental challenge in a market economy is to allocate capital to investment 
opportunities. There are many companies with investment opportunities that are in need of the 
capital from the market. The authors embodies two reason why matching difficulties occurs. 
Firstly the insiders have insider information, which is unavailable for the investors, about the 
value of the investment opportunities and they have incentives to overstate the value to be 

occurs since insiders have incentives to spend the invested capital in their own interest instead 
-

functioning capital market. Disclosure, by contracts, regulation and via intermediaries, is 
presented as a solution for these problems. 
Motives for voluntary disclosure 
In the article Healy and Palepu refers to six capital market aspects that have influence over 

Capital markets transactions hypothesis implies that 
managers of companies that are about to issue public debt or equity have incentives to 
disclose voluntary information to lower the information asymmetry and thereby lower the 
premium that investors will demand for bearing the information risk. This will obviously 
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lower the cost of capital. The Corporate control contest hypothesis means that managers have 
incentives to voluntary disclose information to reduce the risk of undervaluation and to 
explain the performance in case of poor earnings. The logic behind this is that managers often 
is evaluated on 
interest to have a constant fair valued stock and this is facilitated by the voluntary disclosure. 
Moreover, managers often have stock-based compensation. By using voluntary disclosure the 
compensation can increase in value (if the information revealed is positive). Managers can 
also, by revealing insider information, avoid insider regulations and enable themselves to act 
on the market. This is called the Stock compensation hypothesis. According to the Litigation 
cost hypothesis managers can increase voluntary disclosure if there is threat of legal actions if 
disclosures is inadequate or is made untimely. However, potential litigations can also have the 
opposite effect since managers can be more cautious to reveal forecasts and other forward-
looking information. Management talent signalling hypothesis says that managers that find 
themselves talented in their profession reveal this to owners and the market. By voluntary 
disclosure, such as earnings forecasts, they can communicate their self-image to the market. 
The last hypothesis is the Proprietary cost hypothesis. It involves a cost of voluntary 
disclosure based on the assumption that voluntary disclosure contains strategic information 
that competitors find valuable. This has to be weighted against the benefits of potentially 
lower capital costs. 

2.2.2 Verrecchia (1983) 
In 1983, Verrecchia formulated a model to examine managers of risky assets discretion in 
information disclosure, a phenomenon dubbed threshold level of disclosure. He showed that 

disclosures while firms in highly competitive industries viewed public disclosure as 
potentially costly as competitors could take advantage of the information. Verrecchia 
suggested that investors reacted less negatively to withholding of information the greater 
proprietary costs was associated with disclosure of information. The reasoning was that as the 
threshold level rises, the range of possible favourable observations increases for the firm, 
whereas more voluntary disclosure is not justified in light of the proprietary costs. It showed a 
correlation between the threshold level of disclosure and the proprietary cost. 
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2.2.3 Darrough & Stoughton (1990) 
Darrough and Stoughton (1990) analyses firms incentives to voluntary reveal proprietary 
information by using a model with one active company, which possess the information, and 
another firm which consider to enter the same business. The company that is already 
operating in the business is now facing a trade-off between trying to lower the cost of capital 
by convey positive information to outsiders and the risk of giving possible entrants 
proprietary information. The risk of giving away strategic information to competitors can be 
interpreted as a cost of disclosure, but the authors make the conclusion that the threat of 
entries of new competitors encourages voluntary disclosure. This is in contrast with 
Verrecchia conclusions, something that Darrough and Stoughton draw attention to in the 
article. The reason of the contradiction is that the two articles have different ways to predict 
how competition affects the cost in their respective model. 

2.3 Empirical Evidence 
2.3.1 Jagannathan et al. (2000) 
Jagannathan et al. conducted a research to examine the different usage of stock repurchases 
and dividends. Prior research (Brealey & Myers, 1996 or Grinblatt & Titman, 1988) 
suggested that the two were more or less equivalent methods of distributing cash flows, and 
the discussion of choice was focused on the different tax advantages, as Black (1976) had 
shown. However, Jagannathan et al. found that taxes alone were not enough to account for the 
different uses in practice. They found that an influencing factor in determining how to 
distribute cash flow was what type of firm and where it was in its business cycle. Dividend 
was found to be less volatile, and stock repurchases appeared to vary procyclical. A 
disproportional large fraction of the variation in total payouts was contributed to repurchases. 
The combination of these findings was consistent to the conclusion that firms with higher 
permanent operating cash flows payed dividends, while companies with higher temporary 
cash flows used stock repurchases. Further, they did not find any evidence that repurchases 
was replacing dividends, instead they found that repurchases serve as a complementary part to 
dividends for paying out short term cash flows.   
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2.3.2 Nissim and Ziv (2001) 
In this article the authors examines the relationship between dividend changes and future 
profitability by investigating US firms under the period of 1963-1998. They first use a model 
where future earnings follow a random walk with a drift, which they refer to as a model 
following the prior studies. This model show no proof for dividend changes to be positively 
related with changes in future earnings. They then modify the model to address what the 
author argues is measurement errors in the dependent variable that is correlated with the 
dividend change and the omission of a control variable that is correlated with the dividend 
change. With this modified model the authors find evidence for a relation between dividend 
changes and future profitability.  

2.3.3 Hanlon, Myers and Shevlin (2007) 
The impact of dividend propensity on the stock market's ability to anticipate future earnings 
was examined by Hanlon, Myers and Shevlin (2007), where they found significantly higher 
levels of share price anticipation among the dividend paying firms, as opposed to non-
dividend firms. When the authors added a control variable for disclosure score a small 
improvement of the model was showed. However since this was not the main purpose of the 
article the authors did not assess this relationship further.  

2.3.4 Clarkson, Richardon and Kao (1994) 

findings. They ask themselves why some companies include estimated forecasts in the annual 
report and some companie
pros and cons with voluntary disclosure regarding the financial market and competitors. They 
find that for firms that can reveal good information the probability of including a forecast 
increases when they require additional financing but decreases when there is threat of new 
entrances of competitors. For firms that can reveal negative information the opposite applies. 
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3 Hypothesis 
In this chapter the hypothesis for the thesis is presented and also linked to relevant theory. 

This research is focused on two hypotheses based on the dividend signalling assumptions. The 
first hypothesis is formulated to evaluate the relationship between changes in dividends and 
the future performance of a firm.  
Hypothesis 1 
As discussed in the literature review previous research has shown that changes in dividend 
can contain information about future earnings. The following hypothesis tests if this holds in 
the Swedish market. 
H1: An increase (decrease) of dividend is associated with higher (lower) future earnings. 
If the null hypothesis can be rejected the dividend signalling model is supported, which 
implies that management has proprietary information that they want to convey to the market. 

mplies that dividends are not always used as a way to send signals to 
the market and are therefore an uncertain tool in the process of predicting future firm 
performance. 
This research aims to test for a relation between changes in dividend and future earnings. 
However, earlier research has been somewhat contradictable. The research of  Healy and 
Palepu (1988) and Nissim and Ziv (2001) supports the theory, while, DeAngelo, DeAngelo 
and Skinner (1996), Benartzi, Michaely and Thaler (1997) and Benartzi et al. (2005) could 
not support it. 
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Hypothesis 2 
After analyzing the relationship between dividend changes and future earnings, the same 
connection will be evaluated but with voluntary corporate disclosure included. 
 
H1: A higher (lower) level of voluntary disclosure is associated with weaker (stronger) 
signalling content of dividends. 
A rejection of the null hypothesis would imply that a company, in at least to some extent, 
choose between dividends and voluntary disclosure of information when conveying 
information to the market. It would contribute to the literature with another reason why 
companies chose to reveal information voluntary. 
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4 Methodology 
In this chapter the research approach and design are described. In the Research Design the 
chosen variables are described and explained. The validity and reliability of this thesis is also 
discussed. 

4.1 Research Approach 

The chosen data is an unbalanced panel data, which is preferred to dropping observations to 
make the sample a balanced since this will worsen the performance of the estimators, as 
shown by Baltagi and Chang (1997). Since a greater sample will be investigated it comes 
natural to use a quantitative approach to answer the research questions. This means that the 
thesis will focus on the quantification and analysis of the data. In addition to this a deductive 
approach will be used. A deductive approach is to use hypothesis to test an existing theory 
and from the analysis find evidence for, or challenge, the theory (Bryman & Bell, 2011). 
Since this thesis will test the signalling theory the deductive approach is a logical choice. 

4.2 Chosen market 

A broad majority of the articles found during the research of this thesis examines companies 
in common law countries, especially the United States. Sweden is, on the other hand, a civil 
law country. La porta (2008) divide the civil law countries into French, German and 
Scandinavian legal origins. Scandinavian countries are thus so distinct from others so are seen 
as a separate family.  
The matter of legal origin is important since there is reason to believe that this influence the 
dividend policies of firms. As La Porta et al. (1998, 2000) states different legal regimes with 
differences in shareholder protection induces differences in payout policies. In common law 
countries shareholders are better protected than shareholders in civil law countries and 
dividends are generally higher in common law countries. This was supported by Lin (2013). 
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In addition he also found that dividends are more sensitive to earnings in civil law countries. 
Dividend sensitivity to earnings is crucial if dividend signalling theory should be applicable.  
The decision of using Swedish firms instead of using the Scandinavian region as a whole is 
based on practical reasons. Data for voluntary disclosure is central in this research. Such data 
is only found for Swedish firms and it is provided jointly by Kanton, a finance consulting 
firm, and Aktiespararna, an independent organization for Swedish private investors. 

4.3 Payout definition 

Grullon and Michaely (2002) show that corporations in United States have been increasing 
share repurchases on the expense of dividends. They also show that firms that are facing their 
first payout to its owners choose repurchases in higher extent than dividends and also that 
dividend paying firms often turn to repurchase programs when they want to increase the total 
payout. The result of their test of the Lintner dividend model (1956) supports their idea of 
repurchases being a substitute for dividend.  
Despite this stock repurchases is excluded in this study. This decision is based on the 
following findings. 
Guay and Harford (2000) found that firms paying dividends had a higher permanent 
component of cash flow increase than those firms who used stock repurchases. Further they 

sustainable, i.e. that repurchases lagged sudden and unsustainable increases in cash flow.  
Baker, M., Mendel, B., & Wurgler, J. (2015) suggest that dividends are better as a signalling 
tool because of the simplicity. Dividends have only one number to consider. With stock 
repurchases both the repurchase price and the number of stocks that is supposed to be 
repurchased must be considered. Only the price is likely to be clearly unveiled and since the 
stock price probably will be varying over time a firm cannot commit to having a stable 
repurchasing price over time. The authors also argue that a repurchase risks to pass unnoticed 

ng their own stocks whereas a dividend is distributed 
to each current investor.  Because of this repurchase programs cannot be seen as a substitute 
to dividends, even when they are financially equivalent. 
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Asquith and Mullins (1986) states that a dividend appears to be the appropriate choice for 
regular signalling of the company's future prospects. Repurchases however, appears to be 

not expected by the market. 
Brav et al. (2005) did a survey covering 256 public companies and 128 private firms. Some of 
the conclusions drawn from the survey is that financial executives find repurchases to be 
independent of previous repurchase programs and flexible. Further, the financial executives 

repurchases as a way to signal the firm quality to the market.  
Since this study focusing on the value of the dividend signal, and since it's questionable if the 
signal of repurchases is equivalent to the signal of dividend, stock repurchases are excluded. 
However, the possibility that stock repurchases have to some extent replaced dividend, and 
that firms are more cautious with dividend increments; is noted and can be considered a 
limitation of this research. 

4.4 Data Collection Method 

The data that is required to answer the research questions is secondary data. As mentioned 
rest 

of the data, such as dividends and earnings, is retrieved from the database Datastream. 
The voluntary disclosure data consisted of 340 companies with unbalanced data. To be able to 
produce a total score for the voluntary disclosure all three parts of the evaluation (annual, 
quarterly and the web-based) need to be graded. Therefore incomplete observations were 
removed, that is observations with just one or two grades was removed. This resulted in the 
complete removal of 16 companies and 31 additional removed years. Also, two consecutive 
years of data is needed to be able to conduct the chosen regressions. Due to this 19 additional 
companies was removed, making the final sample contain 305 companies. A list of all the 
companies included in the sample is available in appendix A. 
Financial data was collected from Datastream. All the concerned companies are listed 
companies and the published information is therefore looked upon as reliable. The data 
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sample is unbalanced because some the whole period. Also years 
where dividend was initiated was removed, in line with previous research (Benartzi, Michaely 
and Thaler, 1997). In total there are 1923 observations for financial data. Even if data is 
collected for years where firms have no voluntary disclosure data the collection of financial 
data is limited to companies that are included in the voluntary disclosure sample. This means 

like companies introduced on the Small Cap list after 2010 or companies listed on Aktietorget 
. 

4.5 Research Design 
In financial research, panel data has several advantages compared to cross-sectional 
regression, such as increased number of observations, multicollinearity problems is reduced 
and increased degrees of freedom. They all improve the efficiency of the econometric 
estimates. Furthermore, as Baltagi (1995) and Verbeek (2004) has shown, panel data has the 
ability to control for hidden individual heterogeneity which is neglected in cross-sectional or 
time series estimations, which otherwise would provide biased results. Panel data will capture 
the heterogeneity by firms specific random- or fixed effects components based on the 
characteristics of the data set. Essentially cross-sectional or time series data is inferior to 
panel data in empirical analysis (Gujarati, 2003). While some previous research in dividend 
signalling has used a dynamic panel regression, it will not be employed in this thesis due to 
the lack of historical data in corporate disclosure score. The reasoning is that the model 
requires a minimum of six consecutive years of data before a company can be included in the 
sample, and this would reduce our number of observations too much for the results to be 
reliable (Guad et al., 2005).  
Before running any regression we check for multicollinearity because if detected this could 
inflate the adjusted R-squared and make the confidence intervals of the parameters wide, 
leading to wrongful conclusions (Brooks, 2008). The question of multicollinearity is of degree 
not of kind according to Gujarati (2003). Therefore it is not the absence or presence of 
multicollinearity that must be measured, but its degree in any particular sample. Gujarati 
further states that it only becomes a problem when the correlation of coefficients is in excess 
of 0.8. 
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Next we will look at the pooled regression to have a benchmark and to check for initial signs 
of heterogeneity or other potential problems. Whether pooled sample, fixed effects or random 
effects should be used will be determined through a Likelihood Ratio Test and a Hausman 
Test. The Likelihood Ratio Test, where the null hypothesis says that the all constant terms are 
equal, is performed to compare the pooled OLS regression with Fixed Effect Model. By 
testing the significance of firm effects, we will find the preferred estimation method, thus if 
pooled OLS regression is the best, the test tells us that there is no significant firm effects on 
the events.  We then apply the Hausman statistic test for comparison between Random Effects 
Model and Fixed Effect Model, where the null hypothesis says the former is the appropriate to 
use. In addition, the Hausman test can verify any presence of correlation between the 
unobservable heterogeneity and the independent variables. This is done by comparing the 
coefficients of the estimated random effects and the fixed effects. The null hypothesis says 
that the coefficients on both models are similar, should the coefficients differ from each other, 
than the fixed effects model is accordingly consistent and efficient. So in event of rejecting 
the null hypothesis, we will analyse the results from the Fixed Effect Model, failing to reject 
we make use of Random Effects Model (Brooks, 2008). A problem arises when the tests 
shows that one can use fixed effects in both cross-section and period, and that random effects 

dimensions; so should this problem prevail, the authors will have to carefully analyse the 
different results to see which effects provide the most reliable results, i.e. high adjusted R-
squared and significant coefficients. 
Heteroscedasticity will be tested through a Breusch-Pagan-Godfrey test. It will be made 
manually by making a new regression with the same independent variables but with the 
squared residuals of the original regression as the dependent variables. If heteroscedasticity is 
proven, this will be handled with Wh
errors can be utilized for cross-section, period or both. According to theory (Brooks, 2008), 
robust standard errors should be used in the same dimension as fixed or random effects are 
used. In case of 
standard errors because of the low number of periods and high number of cross-sectional 
observations. 
Due to the relatively large number of observations no actions will be taken if the normality 
assumption is violated according to the central limit theorem. (Brooks, 2008). However, 



 

 21 

extreme outliers in the data will be evaluated and be handled with the winsorizing method at 
the lower 1% and upper 99% level.  

4.5.1 Methodology for Hypothesis 1 
To measure future performance the changes in future earnings will be used as the measuring 
indicator. The logic is that a change in earnings will measure unexpected profitability because 
annual earnings follows a random walk (Ball and Watts ,1972, Watts and Leftwich, 1977) 
therefore a random sample of firms will on average have a change in earnings of zero. The 
calculation of earnings change is done in the same manner as prior research such as Nissim 
and Ziv (2001) and Benartzi et al. (2005) so that the results of this thesis is comparable. The 
annual earnings change is expressed as the difference in earnings in year t, and earnings in 
year t-1, which is scaled by the book value of equity at the end of year t-1. The book value of 
equity is chosen to get comparable results with Nissim and Ziv (2001) and Benartzi et al. 
(2005). The reason to use book value instead of market value is that the market value of the 
equity contains expectations about future earnings and the earnings to price ratio are therefore 
likely to be negatively related to expected changes in earnings (Nissim and Ziv 2001).  The 
change in earnings for company i in year t is therefor: 

(4.1) 
 
 

Year 0 is defined as fiscal year of the dividend announcement and earnings before 
extraordinary items are used to eliminate impermanent factors of earnings. This means that 
earnings and dividend announcements in the year t is matched with each other. To test it the 
results of Nissim and Ziv (2001) and Benartzi et al. (2005) hold for our example, the same 
regression that Nissim and Ziv (2001) used to examine the relationship between dividend 
changes and future earnings changes will be used in this thesis:  

 
 share                                            (4.2) 

i in year relative to the dividend event year (year 0); 1 and 2. 
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DI = dummy variables that takes value 1 if dividend increases, and zero otherwise 
DD = dummy variable that take value 1 if dividend decreases and zero otherwise 
The same regressions will be performed but with change in ROA as the dependent variable 
because of its wide use as a performance measure of firms (Barber and Lyon, 1997; Fama 
French, 2000). Further Benartzi et al. (2005) infer that ROA is superior to ROE in several 
aspects: i) ROA is not sensitive to the capital structure of a firm, while ROE is; ii) ROE may 
be obscured by income taxes and special items while ROA is not affected. Moreover, ROA is 
shown to be better at detecting abnormal operating performance (Barber and Lyon, 1997). 
Thus, the adjusted model of Nissim and Ziv´s equation will be:  

 
(4.3) 

d change will be used since annual 
data is used in the research, as opposed to Nissim and Ziv (2001) who looked at quarterly 
dividend change.  

               (4.4) 
To control for the mean reversion of earnings, return on equity and prior changes in earnings 

However this 
method was criticized by Benartzi et al. (2005) since it assumes that the mean reversion is 
uniform across all the observations, in other words that the relationship between future 
earnings and past earnings level and changes follow each other linearly. So to overcome this 
problem the modified partial adjustment model proposed by Fama and French (2000) to 
control for the non-linearity in the relationship, as Benartzi et al. (2005) did, is also used. 

increases and decreases as shown in equation 4.5 below; the reason for this is to have a 
comparison for earlier research which did not separate between the different dividend events. 
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                                                                                            (4.5) 
Where: 

 

                                         (4.6) 
 
The dummy variables and squared terms are included to pick up the nonlinearities in the mean 
reversion and autocorrelation of earnings. The empirical evidence of the nonlinear mean 
reversion process of earnings is backed by research such as Brooks and Buckmaster (1976) 
and Fama and French (2000).  
One notable difference between this thesis and Nissim and Ziv (2001) & Benartzi et al. 
(2005) is that the cross sectional means from annual regressions are not produced, nor used, 
because our sample  is relatively small due to Sweden being a much smaller market than the 
US, and therefore have fewer observations that can be analyzed. Had we used annual 
regressions, the questions of how reliable the coefficients are could be raised. However, by 
using a panel data regression instead, we avoid this problem.  

4.5.2 Methodology to test Hypothesis 2 
To test descriptive data combined with financial data, a multiplicative interaction model will 
be used: 

                                                                                                           
(4.7) 
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Earnings change = Change in earnings as described by (eq 4.1) 
Disclosure = Total score from voluntary disclosure data provided by Kanton. 
Divchange = Change in dividends as described by (eq 4.4) 
By using an multiplicative interaction model we can combine the two different types of data 
to test our hypothesis, further the model captures the intuition behind conditional hypothesis 
well (Wright 1976; Friedrich 1982; Aiken and West 1991). Even though multiplicative 
interaction models are common in quantitative science literature, a cautionary note should be 
emphasized here, as researchers often misinterpret the results or do not apply the model 
correctly in their study. The interpretation of the model can be simplified to the following: an 
increase in X is associated with an increase in Y when condition Z is met. So, the partial 
derivative with regards to dividend changes (which is the full effect of dividend changes) in 
this model is , so for instance if  is negative and significant, the effect 
of dividend changes is lower the higher the disclosure index (Brambor, 2006). For our 
analysis it can provide information whether dividends and voluntary disclosure acts as 
complementary or substitutes.  

with high- and low voluntary disclosure levels, the sample will be divided into three 
segments. The sectioning is done by calculating the average for the total score of voluntary 

potential drawback of this approach is that a firm that drastically increases or decreases the 
voluntary disclosure will get an average score that will be misleading for some of the 
observations. This approach is chosen under the assumption that voluntary disclosure policies 
are sticky and not volatile. When the segmentation is done the original regressions will be 
made on the segments separately. 
A prerequisite for both the Multiplicative Interaction Model and the regressions for the 
segmented samples is that a broad majority of the managers must in some extent be able to 
predict future earnings. That is, possess trustworthy inside

, the results will be restricted due to incorrect decisions by the 
management. 
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4.6 Validity and Reliability

The method of the first hypothesis follows the earlier recognized and accepted literature.  In 
the choice between variables a consistent approach has been used, i.e. one particular approach 
has been used at the time to avoid mistakes. This will make it easier to interpret the results, 
compare it to earlier results and to repeat in future research. In this thesis, observations of 
firms initiating dividends are not included. The reason for this is that the way dividend change 
is calculated does not allow for initiations (can´t divide on zero). The signalling value of 
dividend initiations can be investigated separately, like in Healy and Palepu (1988), but this 
will not be done in this thesis. The second hypothesis is investigated both by the same method 
as Hypothesis 1 and by a interaction model as a complement. By doing this a more reliable 
result should appear. The research is made on Swedish firms listed on Large Cap, Mid Cap, 
Small Cap and Nordic Growth Market (NGM). Because there are companies in different sizes 
in the sample, they will contribute to a result that can be seen as general for the Swedish 

results inappropriate. The results of this thesis will probably not be useful for unlisted firms 
ate with the market and 

might not consider minority owners in the same extent as listed firms in the dividend decision. 
The data is considered to be trustworthy as Datastream is a recognized source for financial 
information. The disclosure data is more vulnerable if the provider, Kanton, chooses to stop 
publishing their results or even stop grading the companies in the future. However, Kanton is 
transparent regarding how they score the companies and the criteria are quantitative so it 
would be possible to reproduce the results if Kanton stopped providing it. By the same logic, 

criteria even if other countries have different legislation regarding which information that is 
mandatory and which is voluntary. 
The data for voluntary disclosure is available from 2007 to 2014 which makes the 
investigated time period relatively short. Nissim and Ziv (2001) looked at US firms under the 
period of 1963-1997 and Benartzi et al. (2005) had an even longer time period. However, 
studies with shorter time period have been conducted, for example DeAngelo, DeAngelo and 
Skinner (1996) had a time period of eight years. Since information for voluntary disclosure is 
vital for this research the time period is limited to eight years.  
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5 Descriptive statistics 

In this chapter the sample is described. First the data for the voluntary disclosure is described 
and then the financial data from Datastream through highlighting relevant information about 
the data. 

5.1 Disclosure data 

As earlier mentioned the data for firms voluntary disclosure is arrived from Kanton and 
Aktiespararna. The data is provided for 2007-2014 for firms listed on Nasdaq OMX and the 
NGM, which is a marketplace for companies aiming for listing on the bigger lists. However, 

1 have not 
been included since 2010. In addition to this the firm also need to have the headquarter 
located in Sweden and have all the information published in Swedish to be included. The 
firms are evaluated on the level of voluntary disclosure in the annual report, quarterly reports 
and the Investor Relations website. The evaluation is carried out through controlling for 

                                                                                                                                                         
 
 
 
 
1 The list for firms with a market capitalization under 150 million euros. 
http://www.nasdaqomxnordic.com/utbildning/aktier/varhandlarmanaktier 
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specific criteria. The firm is then scored if they provides the requested information. These 
gradings are used in an annual competition where Kanton and Aktiespararna appoints an 
award of the best listed company of the year. To get a combined rating they simply add the 
scores for the annual report, quarterly report and the Investor Relations website together. In 

1277 observations that has a score for the annual report, quarterly report and the Investor 
Relations website so a total score is possible to calculate.  
Table 5.1 Descriptive statistics for Voluntary Disclosure 

 
This is a description for the whole data sample from Kanton, not only the companies that pay 
dividends. Notable in the description of the data is that the average score decreases drastically 
in 2010 due to a reform of the criteria which meant stricter requirements (Kanton, 2016). It is 
also visible that Large Cap companies have the highest scores on average, followed by Mid 
Cap, Small Cap and NGM. By this, size and voluntary disclosure seems to be connected. The 
difference between large and small firms is highest on the ranking for the website for Investor 
Relations. A possible explanation for this is that it requires resources to maintain a Investor 
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company might also draw attention from more potential investors, making it necessary to 
have a well-functioning Investor Relations website. 

5.2 Financial data 

Overall, there is more financial data in the sample than voluntary disclosure data. This is 
because financial data has been collected regardless of presence of voluntary disclosure data. 
Financial data has thus been collected for 2007-2014, if available, even if voluntary data only 
is available for two of these years. Missing data exists due to mergers, delistings etc. The data 
contains of total 1923 observations.  
Table 5.2 Descriptive statistics for Financial data 

 
The number of dividend paying firms in the sample varies and are highest in 2007 with a drop 
in 2008. From the dividend increases and decreases it is possible to distinguish a general 
payout decrease during the financial crises in 2008 and a recovery the following years. 
Table 5.3 Further Descriptive statistics for Financial data 

 

dividend paying firms are highest in the Large Cap list, followed by Mid Cap, Small Cap and 
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the NGM. A possible explanation for this is that high growth, not yet so profitable, firms are 
likely to be listed on NGM or Small Cap. There should be more mature and profitable firms 
on the Large and Mid-Cap lists. Notable in this data is that the information regarding listing is 
arrived from the voluntary disclosure data. This data is only provided if the company is 
included in the voluntary disclosure ranking. As earlier mentioned there are more 
observations for the financial data than the voluntary disclosure data which implies that the 
listing information is in some extent insufficient. When listing information has been missing 
the closest observation has been used, meaning if a company have been listed on Small Cap 
2010 and no information is available for 2011 the company is assumed to be listed on Small 
Cap also in 2011. This can be wrong since companies occasionally change lists. However, 
since the listing information is only used in this description of the data and not in the 
regressions this is considered as acceptable.  
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6 Results 
In this chapter the results from the conducted regressions is presented. 

6.1 Regressions for Hypothesis 1 

6.1.1 Regression results following Nissim and Ziv (2001) 
Multicollinearity was controlled for first to see if the model was well specified. By 
performing redundant fixed effects tests and Hausman tests, the appropriate panel regression 
is selected. To get the proper model autocorrelation was controlled for before arriving at our 
final results (see appendix B, C, D and E). Underneath in tables 6.1 and 6.2 are the important 
numbers for our hypothesis testing shown. To clarify, the unlagged version refers to T=1, 
while the lagged version is T=2.  
Table 6.1 Results from model following Nissim and Ziv (2001) with change in ROE as 
dependent variable (see appendix B and C) 

 
*,**,*** marks significantly different from zero at 10%, 5% and 1% respectively. 

Dividend increases are significant on a 1% level for both regressions. For the lagged version 
the coefficient is negative and for the unlagged the coefficient is positive. Appendix B.1 
presents the correlation matrix for the independent variables along with the probability of 
statistical significance. We see that the correlation is in between -0.61 and 0.14, which tells us 
that there is no problem we need to address here.  
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Table 6.2 Results from model following Nissim and Ziv (2001) with change in ROA as 
dependent variable (see appendix D and E) 

 
*,**,*** marks significantly different from zero at 10%, 5% and 1% respectively. 

6.1.2 Regression results following Benartzi et al. (2005) 
Multicollinearity and autocorrelation was controlled for in the same way as for the Nissim and 
Ziv approach. We see that several of explanatory variables are correlated above the 0.8 
threshold; however this is the main idea behind the choice of using squared terms since the 
dummy variables are supposed to capture the fact that negative changes in earnings revert 
faster than positive changes, and that larger changes revert faster than small changes. So the 
correlation is a consequence from taking care of the linear mean reverting process of earnings, 
and therefore no remedies are imposed to reduce the correlation (Benartzi et al., 2005). 
Redundant fixed effects tests and Hausman tests was also performed to get the suitable model 
as well as the BPG test (See appendix G and I). 
Table 6.3 Results from model following Benartzi et al. (2005) with dividend change as 
explanatory variable (see appendix G and I) 
 
 
 
 

*,**,*** marks significantly different from zero at 10%, 5% and 1% respectively. 
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change in earnings for T=1 at a 5% significance level and a negative impact for T=2, however 
only on a 10% significance level.  
Table 6.4 Results from model following Benartzi et al. (2005) with dividend increase and 
decrease as explanatory variables (see appendix F and H) 
 
 
 
 

*,**,*** marks significantly different from zero at 10%, 5% and 1% respectively. 

When we then compare the adjusted model with the exact model as Benartzi et al. used, we 
see that by dividing the dividend change into dividend increases and dividend decreases the 
significance for T=1 disappears. For the lagged regression there is now a significant negative 
relationship between dividend increase and change in earnings but there is no significant 
relationship between dividend decreases and earning changes. 

6.2 Regressions for Hypothesis 2 

Table 6.5 Results from Multiplicative interaction model (see appendix J and K) 
 
 
 
 
 
 
*,**,*** marks significantly different from zero at 10%, 5% and 1% respectively. 
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In table 6.5 the results from the interaction model is presented. No significant connection 
between dividend change and voluntary disclosure could be established using this model. 
Table 6.6 Results from regressions following Nissim and Ziv (2001) made on segmented 
sample (see appendix L, M, N, O, T, U, V, W, AB, AC, AD and AE) 
 
 
 
 
 
 
 
 
 
 
 
 
*,**,*** marks significantly different from zero at 10%, 5% and 1% respectively. 

The results from the regressions following Nissim and Ziv (2001) made on the segmented 
samples is given in table 6.6. For the regressions made with change in return on equity as 
dependent variable the coefficient for dividend increase is significant on a 1% level for low 
disclosure, 5% level for mid disclosure and not significant for high disclosure. The coefficient 
for dividend decreases is nonsignificant for all of the segments except Mid disclosure in the 
lagged return on equity regression. Unlike the study of the whole sample the regressions with 
change of return on assets as dependent variable do not confirm the same pattern as the return 
on equity regressions. On the contrary the segment with high voluntary disclosure have a 
positive coefficient for dividend increase at a 1% significance level, the mid segment a 
significance level of 10% and the segment with low voluntary disclosure is not significant at 
all. For the lagged version the coefficient for dividend increases are negative and significant 
for the high disclosure segment. None of the other coefficients are significant. 
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Table 6.7 Results from regressions following Benartzi et al. (2001) made on segmented 
sample (see appendix P, Q, R, S, X, Y, Z, AA, AF, AG, AH and AI). 
 
 
 
 
 
 
 
 
 
 
*,**,*** marks significantly different from zero at 10%, 5% and 1% respectively. 

Table 6.7 shows the coefficients for dividend change in the regressions following Benartzi et 
al. (2005). Notable is that dividend increase is significant at a 1% level for firms with low 
level of voluntary disclosure. For the lagged version the coefficient for dividend increase is 
negative and significant at a 1% level for the segment with high disclosure. 
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7 Analysis 
In this chapter, the results stated in the previous section are analysed. First Hypothesis 1 is 
analyzed through the results of regressions following Nissim and Ziv (2001) and Benartzi et 
al. (2005). The results are also compared to previous research and similarities and 
differences is discussed. Secondly Hypothesis 2 is analysed based on the premise that 
voluntary disclosure and dividends are substitutes in the choice of communication tools. 

7.1 Hypothesis 1 

According to the first hypothesis a clear connection between dividend changes and changes in 
earnings should be visible. An increase of the dividend should imply an increase in earnings 
and dividend decrease should imply the opposite. As earlier mentioned this would mean that 
management have inside information about future earnings and use the dividend to 
communicate this to the market.  
The results of the regressions following Nissim and Ziv (2001) in table 6.1 imply that a 
dividend increase is a sign of a short term earnings increase. This is because the coefficient 
for dividend increases is positive for T=1 but negative for the regression with lagged 
variables, indicating that the earnings will decrease again. However the positive coefficient is 
higher than the negative for the lagged regression, so a small long term increment in earnings 
is suggested. This differs from Nissim an

show any significant impact at all, in neither the T=1 or T=2 regression. This implies that the 
market cannot interpret a decrease of the dividend as a credible sign of lower future earnings. 
A possible explanation for the lack of correlation between dividend decreases and future 
earnings might be accounting conservatism according to Nissim and Ziv (2001). 
Table 6.2 shows that the same relation holds when change in return on assets is the dependent 
variable. This further strengthens the relationship between dividend increases and earning 
improvements. Also this regression have a higher adjusted R-squared of T=1 which tells us 
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that the model captures even more of the actual relationship. Since Nissim and Ziv (2001) 
 

When we consider the regression results controlling for non-linear patterns in the behaviour 
of earnings, we see that dividend change is significant for the unlagged regression, but it is 
insignificant when dividend change is divided into increases and decreases. This can be a 
result from potential outliers getting a greater impact on the significance level when the 
sample size is reduced. However, this indicates that a dividend change as a tool for predicting 

dividend change and changes in earnings. Further, the lagged regressions show that dividend 
change is only significant at a 10% level, but when divided, dividend increase is significant at 
a 1% level, while dividend decrease is insignificant. That means that the significant change in 
dividends is caused by the highly significant dividend increase which is further proved by the 
fact that they both have negative coefficients unlike dividend decrease. But the lagged model, 
regardless if dividends are split into segments or not, has a very poor fit, i.e. lacking some 
other explanatory variables. This is an expected result based on the fact that there are 
numerous reasons for changes in earnings over the long haul, s
in this thesis. Overall the regressions following Benartzi et al. indicate that dividend changes 
are not related to earning changes. 
Notably, the results from of this thesis match the results of the original articles. The 
regressions following Nissim and Ziv (2001) finds a relation between dividend- and earning 
increases, just like Nissim and Ziv did. On the other hand, Benartzi et al. (2005) could not 
support the dividend signalling theory, and likewise, our corresponding regressions yielded 
the same results. This indicates that the model used by Benartzi et al. requires a clearer 
connection between dividend- and earning changes, something that is considered important in 
the cautionary approach taken in the attempt to test this connection. 
The difficulties to find a reliable connection could be an effect of the lead or lag discussion 
mentioned in the introduction. It is possible that different firms have different approaches in 
this matter, making it hard to see a clear pattern. The investigated time period, 2007-2014, 
contains a high portion of dividend decreases, especially during 2008 probably due to the 
financial crises. It is an established idea that firms try to avoid dividend decreases if possible. 
Bhattacharya (1979) argued that managers would prioritize a promised dividend even if cash 
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flow was even lower than the payout. This could mean that the signalling value of a dividend 

time but management have tried to retain the dividends on the established level. This way of 

getting no significant results for dividend decreases. However, by the same logic, 
management should be cautious with dividend increases since they want to have a stable 
dividend. Earlier theories reviewed in this thesis, such as Miller and Rock (1985), John and 
Williams (1985) and Asquith and Mullins (1986) assumes that firm

positive connection between dividend- and earnings increases for T=1 shows the opposite 
relation in T=2. This indicates that even if a significant earnings improvement can be proved, 

to use dividends as a signalling tool, this could imply that the insider information that 
management is considered to hold, by for example Bhattacharya (1979) and John and 
Williams (1985), is to some extent overrated. As Asquith and Mullins (1986) suggested, a 
change in dividends should r

 

7.2 Hypothesis 2 
To be able to support Hypothesis 2 voluntary disclosure must be able to be interpreted as a 
substitute to dividends in the context of market signalling. In other words should the 
connection between dividends- and earnings change be more apparent for firms with low 
level of voluntary disclosure than for firms with high level of voluntary disclosure. The 
regressions following Nissim and Ziv (2001) with change in return on equity as dependent 
variable in some extent support this idea. According to this coefficient, a dividend increase 
has a highly significant positive impact on future earnings for firms with low disclosure. A 
similar effect was found for firms with a medium level of voluntary disclosure but a 
nonsignificant effect for firms with a high score. No significance can be proven for dividend 
decreases, which is not surprising since no significance could be shown for the whole sample 
either. The lagged regressions are overall less significant than the corresponding regression 
for the whole sample. 
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As mentioned in the results the regressions with change of return on assets as dependent 
variable signalling value of 
dividends, but rather the opposite. This makes it hard to support the idea that firms with low 
level of voluntary disclosure use dividend as a way to communicate with the market in larger 
extent than firms that reveal a lot of voluntary information, with findings from the models 

considered to be more stable than ROE and therefore is considered to be more reliable in this 
case.  
When we utilized the Multiplicative Interaction Model we found no significant coefficients at 
all, and for ROA the adjusted R-squared showed a negative number (which can be interpreted 
as zero). This tells us that the used independent variables says nothing for ROA, and only 
slightly for ROE.  Asquith and Mullins (1986) raised a relevant question by asking if 
dividends might be an unnecessarily expensive signaling tool, and that firms should instead 
increase the level of voluntary disclosure to signal good prospect to the market. However, our 
results cannot confirm whether there is any relationship between dividends and voluntary 
disclosure, i.e. if they act as substitutes or complementary, so we cannot provide an answers 
to this question. Asquith and Mullins (1986) proposed that this could come about because 
voluntary disclosure lacked the credibility that cash dividends have. Further we could not see 
the relationship which was suggested by Hanlon, Myers and Shevlin (2007) article. 
Under the assumption that dividends lead earnings, the poor results when combining 
corporate disclosure and dividends can indicate that the model misses some information, 
especially in regards to the voluntary disclosure. Healy (2001) postulated that voluntary 
disclosure was a tradeoff between lowering cost of capital and higher proprietary cost in 
sharing strategic information; similar to what Darrough and Stoughton (1990) argued, only 
that they saw proprietary cost in a more narrow view, namely associated with new entrants to 
the market. What this means for our analysis is that our data lack information of the market 
conditions the companies operate in. And if such data could be obtained that distinguish 
whether some industries where more competitive than others, it is possible we could get rid of 
the noise created by firms in industries where disclosure was associated with high proprietary 
costs and voluntary disclosure was too expensive. As Verrecchia (1983) coined the term, the 
threshold level of disclosure is too high. 
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As mentioned in the method chapter a prerequisite for both the Multiplicative Interaction 
Model and the regressions for the segmented samples is that at least most managers are able 
to predict future earnings. Accordingly, it is possible that firms which choose to disclose a 
low level of voluntary information tries to convey information through dividends, but simply 
fail. This is something that our model would not capture. 
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8 Conclusions 
In the last chapter the conclusions drawn from the analysis is presented and the research 
question is answered. Suggestions for further research are also discussed. 

This study set out to determine whether the dividend information hypothesis was true for the 
Swedish market, and if dividends and voluntary disclosure could be seen as substitutes of 
each other as a signalling tool. 
Returning to Hypothesis 1 of this study 
H1: An increase (decrease) of dividend is associated with higher (lower) future earnings 
it is now possible to state that there is no credible connection between dividend changes and 
future performance. Even though some of the tests showed a significant relationship between 
dividend increases and future performance, we could not provide convincing evidence for the 
information content of dividends, and therefore we cannot reject the H0 for Hypothesis 1. 
Our analysis for the Swedish market produce the same results as Nissim and Ziv (2001) and 
Benartzi et al. (2005) obtained from the US market in regards to the information content of 
dividends. 
Turning to Hypothesis 2 
H1: A higher (lower) level of voluntary disclosure is associated with weaker (stronger) 
signalling content of dividends 
the relevance of voluntary disclosure on dividend signalling is clearly not supported by the 
current findings. We were unable to find any significant relationship between the two 
variables using the Multiplicative Interaction model. When dividing the sample into segments 
after voluntary disclosure level we got contradictory results regarding dividend increases and 
nonsignificant results for dividend decreases. Thereby we do not reject the H0 for Hypothesis 
2. 
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This research gives us evidence that a change in dividends is no credible signal for a future 
change in earnings. Thereby it provides the market with an argument to not include dividends 

 
Further we cannot provide any proof for whether or not dividends and voluntary disclosure 
are used as substitutes or complements by Swedish firms in their attempts to convey 
information to the market. 

8.1 Proposal for further research 
As this thesis have not been able to show any clear evidence supporting the idea that firms 
with low (high) voluntary disclosure use dividends as a signalling tool to a higher (lower) 
extent, we suggest further research into possible factors that might have influenced our 
conclusions. 
Firstly, one might differentiated between firms dependent on their capital structure. 
According to the pecking order theory, high levered firms would prefer to keep the internally 
generated cash and instead use voluntary disclosure as a substitute to dividends as signalling 
tool. 
Secondly, firms that believe their proprietary costs are relatively high might be more willing 
to pay dividends than reveal strategic information. By adding a variable for the 
competitiveness in the market one could address the contradicting theories of proprietary 
costs from voluntary disclosure, proposed by Verrecchia (1983) and Darrough and Stoughton 
(1990). 
Lastly, since we have only assessed the information content of dividends in regards to future 
earnings, it would be interesting to look at the market reactions following dividend 
announcements instead, while controlling for the voluntary disclosure. The thought behind 
this is that firms which communicate a lot with investors, suffers in less extent from 
information asymmetry, and will not surprise the market with the change in dividends. 
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