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The joint hypotheses of the presence of dividend clienteles and 

clientele-based return comovement
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ABSTACT

• Stocks that initiate dividends tend to comove more with other dividend-

paying stocks and comove less with non-dividend payers. 

• This is also true for: (a) dividend initiations that are motivated by the 

exogenous 2003 dividend tax cut; and(b) the cash dividend share class of 

Citizens Utilities (relative to its stock dividend class).

• We find that flows to dividend prone (averse) mutual funds increase the 

comovement among dividend-paying (nondividend paying) stocks. 

• Overall, the evidence supports the proposition that the trading of pro-

dividend (dividend-averse) clienteles induces an extra factor in dividend 

payers (nonpayers), beyond those associated with changes in common 

factors.



1.Introduction

➢ Barberis and Shleifer(2003) and Barberis et al. (2005) 

asset categories rather than individual 

stocks
➢ Barberis et al., 2005; Boyer, 2011; Green &Hwang, 2009; Greenwood, 2008

stocks added to the index covary more with other stocks already in the index, 

and the increased comovement cannot be explained by changes in 

fundamental correlations

➢ Chen et al. (2016)
Prior stock return performance

➢ In this paper, we provide fresh evidence of return comovement driven 

by investor preference for dividends. We find that investors view a stock’s 

dividend characteristics as a salient category and move their funds in and out 

of the category, causing stocks within the category to move together.

➢ Equity Income Funds  Fidelity Equity Dividend Income Fund ; T.Rowe Price 

Dividend Growth Fund ; Vanguard Equity Income Fund



➢ The difference-in-difference test(DID)

➢ we use a tax reform that is exogenous to firm  fundamentals but affects 

dividend clientele as an identification strategy. 

➢ We also use the unique dividend arrangement of the common shares of 

Citizens Utilities Company (CU) as a natural 

experiment to isolate the effects of fundamental risk on return 

comovement.

➢ robustness checks
We estimate the comovement in stock returns one, three, and five years  

after the initiations; share repurchase initiation events.

➢ we analyse turnover comovement for dividend initiators relative to a 

matched control sample.

➢ To shed light on the drivers of dividend-clientele induced return 

comovement, we present evidence of significant changes in the institutional 

investor base and fund flows in response to changes in corporate dividend 

policies. 



Stock returns, trading volume, and other shares-related data come from Center for 
Research in Security Prices (CRSP) daily and monthly files
All accounting data are obtained from Compustat

2.1 Data and methodology
Our sample firms include all common stocks with shares codes of 10 and 11 trading on 
NYSE/Amex and Nasdaq from 1981 to 2012. 

matched firm

total assets

the ratio of market-to-book value 
of equity

return on assets 

leverage 

the stock’s
idiosyncratic volatility

past stock 
performance

logit models





2.2 Baseline results

1427 dividend initiators





• three equal sub-periods: 1983 to1992, 1993 to 2002, and 2003 to 

2012.

• we replace daily returns with weekly returns in estimating the comovement

coefficients.

• replace the benchmark portfolio returns in Eqs. (1) and (2) with the 

unadjusted or raw returns 

• To rule out the effect of outliers, we consider removing from the sample the 

firms that have extreme estimates of β and γ , where we consider values 

above 2 or below -2 as outliers and delete them.

• The control firms belong to the same industry as the dividend initiator. 

结果一致



2.3 2003 tax cut evidence





2.4 a natural experiment

- Cash and stock classes of Citizens Utilities







------Alternative specifications: univariate regressions and                    

unadjusted benchmark index returns

2.5 Robustness tests







Does return comovement change when there are no dividend initiations?



Does return comovement change around stock repurchase initiations?



2.6 Exposure of the dividend stocks 

to common factors 



2.7 Comovement in turnover





3.Dividend clientele and return comovement: 

evidence from mutual funds 

3.1. Changes in mutual fund holdings





3.2. Fund flows and comovement

Two stock-level flow-induced trading measures:







3.3 Mutual fund flows and dividend premium



4. Conclusion 
• We provide new evidence in support of the proposition that the trading 

activities of dividend clienteles induce an extra factor in dividend payers. The 

dividend clientele may be based on investor tax status, income and risk 

preferences, investor sentiment towards dividends, or other cognitive biases. 

At the margin, initiations of dividend payments affect the corporation’s investor 

clientele, attracting investors with a preference for dividend stocks. 

• we demonstrate that mutual funds that have a higher (lower) propensity to 

hold

dividend-paying stocks receive more inflows when the investor preference for 

dividends is stronger (weaker). 

• Overall, our results are consistent with the view that dividend is a salient 

characteristic that investors use to trade as a category, and investors trading 

in and out of this category induce comovement in returns. 
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