How corporate governance affects payout policy during the corporate lifecycle
Classic "The Bird in the Hand" theory argues that shareholders prefer dividends as a less risky asset so the value of the firm increases with the increase in the payout ratio. It partially explains empirical findings that despite the tax argument many firms prefer paying dividends.  However, the theory was actively criticized since seminal paper of Bhattacharya (1979) [1]. We want to consider one of the alternative explanations of significant payouts made by companies from emerging markets. In particular, we focus on the agency-driven explanation for the choice of payout policy and consider the relationship between corporate governance quality and dividend payout ratio.

Dividend policies address agency problem between corporate insiders and outside shareholders (Easterbrook, 1984) [3]. The debate focuses on the use of free cash flow that can be either paid out to shareholders in the form of dividends or may be diverted by the insiders for personal use or committed to unprofitable projects that provide private benefits for the insiders. Paying dividends helps to mitigate agency conflicts as it provokes more frequent monitoring by the capital markets as that new capital has to be raised more often [3,2]. Dividends then can be considered as a specific mechanisms to resolve the agency problem, it can act in combination with corporate governance best practices or as a substitution for them. Two opposite directions are tested in the literature then: the theory of Outcome and Substitute – which imply positive and negative relationship between dividend payouts and corporate governance quality respectively. Some authors find evidence on the positive relationship supporting the Outcome theory (Porta, 2000; Michaely, Roberts, 2006; Adjaoud, Ben‐Amar W, 2010, Jiraporn et.all, 2011; Brown, Roberts, 2016), the others – on the negative relationship supporting the Substitute theory (John, Knyazeva, 2006; Jiraporn, Ning, 2006; Officer, 2006) [6,7,8]. 

In this paper, we will focus on the lifecycle explanation of this relationship and will test whether the opposite theories can explain dividend payout and corporate governance decision in the different stages of the firm lifecycle. At an early stage of its development, company has many investment opportunities, it has a great growth potential, dividend payments are usually low, firms prefer to reinvest profits. When moving to the maturity stage, company has more opportunities to pay dividends, the value of free cash flow and profits increase, investment opportunities reduce. One can find significant empirical evidence in the literature [2,4,5].

Under the Outcome model, high dividends can be considered as an outcome of good corporate governance. With good corporate governance shareholders can force companies to pay more for the several reasons: they can vote for directors who offer better dividend policy, they can provide higher level of corporate control, so leaving cash in hands of managers becomes less attractive as asset diversion becomes riskier and more expensive for the insiders. We assume that this model explains payout policy better at the maturity stage, where the company has significant resources. Under the Substitute model – the dividends are a substitute for legal protection (or good corporate governance). Stable high dividends are viewed as a guarantee for a minimum level of expropriation. We believe that this scheme can explain policy in the early stages of the life cycle, when it is more expensive to build corporate governance than paying dividends.

Considering all previously discussed issues, the following hypothesis can be formulated:

H1: The dividend payout is positively associated with the quality of corporate governance for the mature companies

H2: The dividend payout is negatively associated with the quality of corporate governance for the growing companies

We use panel dataset for BRICS countries to test these hypotheses. 5007 observations for 4 years from 2013 to 2016 is collected with the Bloomberg database. We use the ISS Corporate Governance Quotient as an aggregate measure of the quality of corporate governance (as in Jiraporn et al., 2011). We also use the share of independent directors on the board as an alternative measure (as in Hu, Kumar, 2004, Bhattacharya, 2016). We use dividend payout ratio as the share of dividends in the net income. Control variables are based on Fama & French (2001), We divide companies to lifecycle stages with the revenue growth and the level of systematic risk measured by beta. In this study, we use the Tobit model as a special case of a censored regression model with random effects since the dependent variable (dividend payout ratio) takes the zero value if the company does not pay dividends, and is limited with zero. 

Preliminary estimations show that hypothesis H1 is confirmed for China and India, hypothesis H2 is confirmed for China. We have not found confirmation of the hypotheses for Russia, perhaps this is due to limitations on ISS Corporate Governance data (103 observations are available).
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