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1 Introduction

Financial literature has always analysed agency conflicts between managers and
shareholders due to a separation between ownership and firm control. Recent empirical
studies have shown that companies with large shareholders confront a conflict between
majority and minority shareholders (Jong et al., 2011).

Pound (1988) considers that manager’s ownership structure affects firm dividend
behaviour. The issue of dividend policy has been widely discussed in the financial
literature (Miller and Modigliani, 1961). The objective is to know the different elements
that can guide the choice of companies in the dividend payout. Also, the dividend is
always considered as a guarantee for the majority and minority shareholders and limits
the expropriation of minority shareholders.

According to Gugler and Yutoglu (2003), a high dividend payment, optimally limits
the private profits taken by insiders and therefore the expropriation hypothesis will be
limited. To distinguish the hypothesis of expropriation from the cash flow hypothesis,
some authors such as Bebchuk et al. (2000) analyse the ownership and control structure
of firms and conclude that these factors affect the dividend distribution policy.

In a financial market, the ownership structure is very varied and each shareholder
may have different interests in his participation in the corporate capital. According to
Allen et al. (2000), institutional investors prefer to receive higher dividends. Minority
shareholders with short-term objectives also prefer a high dividend (Jain, 2007). On the
other hand, firms with a high level of concentration tend to pay less dividends (Jensen
etal., 1992).

Shleifer and Vishny (1997) argue that majority shareholders prefer to generate private
profits from the company and reduce the paid dividends. This divergence of interests
invites us to understand the influence of the nature of the shareholders in corporate
decisions taking regarding the dividend policy. The purpose of this study is to analyse the
role of the ownership structure as an explanatory factor for dividend levels in a developed
country such as France.

Our study focuses on the analysis of the relationship between ownership structure and
dividend policy of companies listed on the SBF120 index. The research sample consisted
of 510 observations from 2010 to 2014. The results obtained show a negative and
significant relationship between the dividend policy and the variables of ownership
structure (ownership concentration, institutional ownership and family ownership). The
rest of the paper will be organised as follows: Section 2 examines the literature review,
Section 3 focus on the presentation of the hypotheses, then we analyse the results and
finally the conclusion.

2 Literature review

2.1 Ownership structure and the dividend policy

Several studies have focused on the dividend distribution policy; they attempt to research
the factors determining the dividend distribution policy. The ownership structure seeks to
analyse the characteristics related to the nature and identity of shareholders structures.
Recently, several studies have attempted to establish the links between ownership
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structure and dividends policy. They consider that company’s dividend policy signal the
future firms profits for investors (Miller and Rock, 1985).

Fama (1974) and Jensen and Meckling (1976) proposed the agency theory of
dividend policy, proving the relationship between the dividends distribution and agency
cost. Shleifer and Vishny (1986) found a positive relationship between ownership
structure and dividends.

According to Burkart et al. (1997), dividend policy is influenced by the ownership
and control structure and is determined by ownership concentration of firms. Chen and
Steiner (1999) found that managerial ownership helps to resolve agency conflicts
between shareholders and managers, but accentuates the agency conflict between
shareholders and bondholders.

Short et al. (2002) analyse the relationship between ownership structures and the
dividend policy. They analysed the relationship between institutional ownership and
dividends and found a positive relationship between dividend distribution policy and
institutional ownership. Wie et al. (2003) observed that there is a significant positive
correlation between ownership structure and cash dividends.

Hofler et al. (2004) concluded that institutional ownership is not statistically related
to dividends distribution. Stouraitis and Wu (2004) studied the effect of ownership
structure on the dividend policy of Japanese firms and showed that the effect of
managerial ownership and bank ownership on dividends is positive, especially for the
small companies.

Renneboog and Trajanowski (2005) conclude that concentrated-ownership firms tend
to opt for dividends rather than share repurchase. However, Naceur et al. (2006), who
conducted their study on Tunisian firms, reported that the ownership concentration had
no impact on a company’s dividend policy. In another study, Mollah et al (2007)
measured the effect of insider ownership, shareholder dispersion, free cash flow on the
dividend payout ratio and documented that agency costs have a negligible effect on the
behaviour of a company’s dividends.

Kim et al. (2008) attempted to investigate the effect of corporate governance and the
dividend policy of Korean companies and found that firms with financing constraints
tend to decrease dividends, with an improvement in their corporate governance.

Kouki and Guizani (2009) conclude a negative relationship between dividends and
ownership concentration. Sharif et al. (2010) have shown that there is a significant
positive correlation between institutional ownership and the dividend payout ratio, while
the relationship between dividend and individual ownership is negative. In addition, the
ownership concentration, measured by the top five shareholders, affects positively the
dividend payout ratio.

Afza and Mirza (2010) study the impact of firms characteristics on dividend policy in
Pakistan and found that managerial ownership, individual ownership, cash flow and size
are a significant determinants of dividend behaviour. Gill and Obradovich (2012) have
established that the decision to pay dividends is a positive function of the board, size,
duality of the manager, and firm’s internationalisations, and a negative function of
institutional ownership.

The conclusion of the Yarram (2011) study implies that firms with independent board
contribute to improving governance through a strong disciplinary role and a dividend
oversight role. Harada and Nguyen (2011) found that the dividends payout is negatively
related to the ownership concentration.
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Abdullah et al. (2012) found that ownership concentration is the only form of
ownership that affects dividend policy. Similarly, Warrad et al. (2012) found a positive
and significant relationship between the ownership structure and the dividend distribution
policy, however, Gharaibeh (2013) found a negative relationship between managerial
ownership and dividend policy. Moreover, Nawaiseh (2013) confirmed that insider
ownership has a negative impact on dividends payout while the ownership structure is
positively related to the dividend policy.

Firth et al. (2016) investigates the effects of mutual funds, on firms’ dividend payouts
in China financial market. They find that mutual funds oblige firms to pay higher cash
dividends. They find that the mutual funds’ effects are stronger in long investment
horizon and large ownership interest. Lin et al. (2017) analyse the relationship between
dividend policy and ownership structure in Chinese financial market. They conclude that
firms with higher information asymmetry are less likely to pay dividends and that
state-controlled firms with higher information asymmetry would pay higher dividends
compared to others firms.

Gonzalez et al. (2017) examine the effect of ownership concentration on dividend
policy using a sample of firms based in six Latin American countries. They find that
firms, with high concentration and individual large ownership, pay fewer dividends.
Balachandran et al. (2017) consider that insider ownership is positively associated to the
decision to pay dividends and this effect does not vary between traditional and imputation
tax systems. Firms with higher foreign institutional ownership are less likely to pay
dividends and have lower payout ratios.

2.2 Shareholders and dividend policy

The above development clearly shows that agency cost is one of the determinants of the
firm’s dividend payout. However, these agency costs are specific to each firm and are
based on the ownership structure. Alli et al. (1993) argue that agency problems intensify
if the number of shareholders is important. If dividends can alleviate agency problems,
then there is a positive relationship between the shareholders number and the dividend
distribution rate.

Agrawal and Mandeleker (1990) suggest that the ownership concentration generate an
effective control of shareholder management. Indeed, when ownership structure is
dispersed, none of the owners has an incentive to invest in the control of the managers
because it will alone bear the cost while all the shareholders will benefit from this action.

The agency theory shows that the presence of informed sharcholders is a very
important factor to ameliorate corporate governance. As a result, the disciplinary power
of the director’s board can be expected to be low in companies with concentrated
ownership. In this sense, Fernandez and Arrondo (2005) found a negative relationship
between the ownership concentration and duality between firm director’s and president of
board. They conclude that informed shareholders are a very important factor to
ameliorate corporate governance. Institutional investors influence and control the firm
management, and contribute to determinate the dividend policy.

According to Aguenaou et al. (2013), institutional investors exert pressure to pay high
dividends in order to reduce agency costs. Indeed, Allen et al. (2000) have shown that
firms with institutional investor ownership have a high dividend level; they find a
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positive relationship between institutional investors and dividends. Institutional or
financial investors play active role on corporate governance.

McConnell and Servaes (1990) suggest that leadership roots would be more difficult
with the existence of institutional investors. Therefore, in the presence of institutional
owners, the company is less likely to use dividends to reduce agency costs. Similarly,
many studies have shown that institutional investors have a positive impact on agency
problems by reducing agency costs and influencing dividend policies (Han et al., 1999).

Individual shareholders who are actually insiders seek to impose low dividend
policies in order to increase the cash flow available. The literature finds a negative
relationship between dividends payout and individual ownership. The results, however,
differ in terms of their implications for the firm’s efficiency ratio and their participation
on firm capital.

2.3 Ownership structure, dividend and financial theories

2.3.1 Agency theory

Jensen and Meckling (1976) consider that the agency relationship occurs when the
informed shareholders engage directors to perform firms on their behalf. The agency cost
arises from the fact that interests between shareholders and management are
contradictory. Then, the manager will benefit from the additional dividends. This will
have negative implication on the shareholders interests.

Subsequently, Jensen (1986) suggested that the dividends payment create conflicts
between managers and shareholders because managers would reduce dividend payment
to hold resources. On the other hand, shareholders prefer dividends to retained earnings.
If firms reduce dividend payment, managers may commit resources to unprofitable
projects. Consequently, the conflict of interest arises amongst them, which can be
resolved by the dividend distribution.

Rozeff (1982) consider that dividend payment reduce agency costs. Dividend policy
plays a crucial role in reducing agency costs and reduces conflicting interests. Jensen and
Meckling (1976) argue that the interest divergence between shareholders and managers
are more important in presence of the manager’s shareholders. They seek to maximise
their personal wealth by opportunistic behaviour that is detrimental to the firm patrimony.

2.3.2 Theory of signalling

The signalling theory considers that managers drive information about firm performance
to shareholders in order to create a credible relationship. Managers have more
information about firm than investors, but they are still reluctant to provide transparent
information to shareholders. Thus, the dividend policy can be used as a signal for the firm
future prospects. Li and Zhao (2008) have shown that dividend policy plays an important
role because it can be used to transmit information to shareholders about the firm value.

2.3.3 The cash flow theory

Lim Hua Min shows that the best test of governance is paying dividends. “The agency
conflict affects the dividend policy between shareholders and managers because of
overinvestment problems” (Sawicki, 2005). Agency conflicts play two roles: The first
allows shareholders to control manager. Allows manager to show that they are making
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sure to maximise the wealth of shareholders and ensure regular payment of dividends,
and any dividend reduction would be perceived as a sign of mismanagement.

Easterbrook (1984) presented two reasons to distribute dividends: The first reason is
that conflicts between sharecholders and managers generate two types of costs: controlling
costs borne by shareholders and risk aversion. Indeed, when the manager invests his
human capital in the company, adverse risk increase. However, shareholders are
concerned with non-diversifiable risk because they can diversify their portfolios. In this
case, the manager will choose the least risky projects, even if they are less profitable for
the shareholders.

The manager control debt risk ratio by using an appropriate dividend policy, he
finances his investment projects by retaining profit and debt in order to reduce the risk.
However, financing investments by debt causes the wealth transfer from shareholders to
creditors. The second reason is that dividends are pushing managers to finance their
investment projects by financial market. Jensen (1986) indicates that shareholders are
encouraged to monitor dividend when the company is in an over-investment situation.
Consequently, dividends increase will be favourably received if the firm has no potential
growth, it will have the ability to reduce the risk of overinvestment by minimising free
cash flow. So, a dividend reduction with low growth opportunities is considered as bad
news. Shareholders see that dividends could reduce the mangers willingness to increase
cash flow and invest in future projects to serve their own interests.

Lie (2000) showed a positive relationship between free cash flow and increased
dividends. Specifically, the author stated that companies have a tendency to distribute
extraordinary dividends or to make public offers in the case of non-recurring surplus
funds. However, if companies have recurring surplus funds, they will use an increase in
ordinary dividends.

Dividends are then paid when companies try to establish a status to have a good
treatment of shareholders. Therefore, the dividend policy acts as a monitoring mechanism
for the company. Borokhovich et al. (2005) confirmed the hypothesis that dividend
distribution reduces agency conflicts by showing that, on average, firms with large
independent member in the board experience aggressive revenue declines as a result of an
increase in dividends. In companies that are characterised by low growth, shareholders
delegate more authority to managers to encourage them to pay dividends rather than keep
money and extract private profits.

3 Hypotheses

Concentration is a corporate governance mechanism that provides the largest shareholder
with control over the firm. The presence of a large shareholder may lead to an agency
conflict with minority shareholders. The majority shareholders may expropriate the
minority shareholders (Morck et al., 1988) and exhaust the resources of minority
shareholders (Short, 1994).

Agency problems increase as a result of the presence of ownership. These problems
have a negative impact on the performance of the firm, leading companies to pay lower
dividends. According to Maury and Pajuste (2002), the presence of a shareholder having
more than half of the control of the firm has a negative effect on the payout rate. Some
studies confirm this finding such as Mancinelli and Ozkan (2010) and Harada and
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Nguyen (2011) for Japanese companies. Gonzalez et al. (2017) examine the effect of
ownership concentration on dividend policy using a sample of firms based in six Latin
American countries. They find that firms, with high concentration and individual large
ownership, pay fewer dividends. From this review we anticipate a negative relationship
between the dividend distribution and concentration of ownership.

H,; There is a negative relationship between ownership concentration and dividend
policy.

Institutional investors have the necessary resources and can exercise the control function
effectively. The monitoring roles of institutional investors on corporate financial policies
precisely dividend payout decision is examined by some authors such as Crane et al.
(2016) and Kouki and Guizani (2009). The results of the relationship between dividend
payout and institutional investor are mixed. The study of Grinstein and Michaely (2005)
indicate that institutional investors seek to influence firms in order to increase the
dividend payout. They avoid to invest in companies with higher dividend payout or
without dividends. Others studies have found a negative relationship between
institutional ownership and the dividend payout ratio, demonstrating the substitution role
between dividend policy and the presence of institutional investors (Kouki and Guizani,
2009).

H, There is a negative relationship between institutional ownership and dividend policy.

Corporate family is characterised by the presence of management and ownership for the
same person. The exercise of both tasks by the same person can help to minimise agency
problems (Izmen, 2003).

The presence of a family concentration can have strong initiatives to expropriate the
wealth of minority shareholders, which will increase conflicts.

Under these conditions, families opt for the lower dividend payout to maintain the
cash flows and they can expropriate to the minority shareholders. In this case, we
anticipate a negative link between family ownership and the dividend payout.

According to Shleifer and Vishny (1986), this monitoring generally substitutes the
distribution of liquidity. Several studies show a negative influence on the rate of dividend
payout of the first shareholder’s control level (Hu and Kumar, 2004; Maury and Pajuste,
2002) or the concentration of ownership (Rozeff, 1982; Dempsey and Laber, 1992).

Studies on the dividends payout of French family firms confirm the results: Hirigoyen
(1984) shows that it is very low in unlisted family firms and, according to
Calvi-Reveyron, listed family firms pay less than non-family firms.

Similarly, Gugler (2003) shows that Austrian family firms have a significantly
different dividend policy than non-family firms. If these results are in the direction of a
substitution between dividend payout and supervision by large shareholders, they may
also be evidence of expropriation of minority interests by a controlling shareholder.

According to Maury and Pajuste (2002), the presence of a shareholder with more than
half the control of the firm has a negative effect on the dividend payout rate. They also
show that a non-controlling family control shareholder has a favourable effect on the
dividends payout, whereas if it is a manager, this negatively affects the dividends payout.
Mulyani et al. (2016) analyses the roles of dividends and leverage to mitigate agency
problems using a sample of family firms in Indonesia. They find a significant negative
association between family ownership and dividend payout and a negative relation
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between dividend payout and leverage. They conclude that family firms prefer lower
dividend pay-out and higher leverage.

H; There is a negative relationship between family ownership and dividend policy.

According to agency theory, dividend payout helps to discipline leadership behaviour.
The dividend payout can act as a control mechanism. Some studies have shown the
dividends payout is widely used by firms when the conflict between the manager and the
shareholder is very important. According to Rozeff (1982), firms that participate in
management pay less dividends. According to this author, dividends may encourage
managers to avoid investment with negative net present value on internal funds.

The results of Moh’d et al. (1995) and Holder et al. (1998) confirm this negative
relationship between dividends and management ownership. Gugler and Yurtoglu (2003),
for a sample of German companies, found a negative relationship between largest
shareholders and dividend changes.

For a sample of 37 countries, Truong and Heaney (2007) indicate the dividend payout
is lower when there is largest shareholders and in the same time insiders. In this situation,
the insiders may impose lower dividend policies in order to increase the cash flow at their
discretion.

H, Relationship between managerial ownership and dividend payouts are negative.

4 Presentation of the sample and variables

4.1 Sample presentation

Our sample is composed of 102 French companies listed on SBF120 for a period of five
years from 2010 to 2014. The choice of the period is explained by the presence of the
achieved improvement in French corporate governance and the new adopted measures.
At the end of the 2000s, there new regulation related to corporate governance and
financial security. These laws seek to ensure the interests of shareholders. Other laws
have been proposed regarding public offerings such as the law of new economic
regulations and the directive of the European Parliament. All these regulations can lead to
a change in ownership structure and its effect on the corporate financial policy.

Table 1 Sample presentation
Code Industry Number of firms
10 Energy 4
15 Materials 8
20 Industrial 19
25 Consumer discretionary 14
30 Consumer staples 2
35 Health care 22
45 Information technology 31
50 Telecommunication services 2

Total 102
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In our sample, we eliminate financial institutions that have specific regulations as well as
companies with missing data. Our sample is composed of companies eight different
industry sectors. The accounting and financial data have been extracted from the database
compustat global. The corporate governance data were collected manually from reference
documents and annual reports of French listed firms downloaded from the AMF? website.

4.2 Presentation of variables

To study the relationship between the dividend policy and ownership structure, we chose
two dependent variables dividend payout ratio and dividend yield.

The ownership structure is approximated by family, managerial, institutional
ownership and the presence of majority shareholder.

For control variables, we used two variables related to the board of directors, namely
board size and frequency of board meeting. The other control variables concern the
corporate specific characteristics.

D]VY,'J =y + alFAM,-,t + (ZzMANGi’t + (Z3MAJ1‘J + a41NST,-’,
+asBM,, +asBSIZE,, + a-MTB,, + asRO4;, + ayLEV;, (1)
+0!1()FSIZE,',, + a“FCF,-,, + g,

DIVE, = ay + ayFAM,, + s MANG,, + asMAJ,, + a, INST,,
+asBM., +asBSIZE,, + asMTB,, + asRO4;, + asLEV,, 2)
+a10FSIZE,-,, + o lFCE’,; + &,

DIVY notes dividend yield; DIVP indicates dividend payout ratio, it is total dividend
divided by stock market capitalisation; FAM is the family ownership; MANG notes
managerial ownership; MAJ is the concentration ownership; INST is the institutional
investor ownership; BM notes board meeting; BSIZE is the board size; MTB indicates
market to book ratio; ROA notes return on assets; LEV is the leverage; FSIZE is firm size;
FCF indicates free cash flow.

4.2.1 Dependent variable

The measures used mostly by researchers (Mancinelli and Ozkan, 2010; Al-Najjar and
Kilincarslan, 2016) are:

e The dividend yield which is measured by the ratio of the annual dividend paid
divided by the market capitalisation.

e  Another measure used by the authors namely the dividend distribution payout ratio
which is approximated by the ratio between the amount of dividends and profits of
the firm. This ratio is used by researchers to estimate future dividends and to
calculate the retention ratio that allows the rate of future growth of profits.

4.2.2 Independents variables

These are the variables representing the characteristics of the ownership structure. Four
variables were chosen to model the ownership structure: concentration of ownership,
managerial ownership and the presence of institutional investors and family ownership.
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Capital concentration (MAJ): the concentration of capital is an agency variable
between shareholders and managers. It will be measured by the percentage of shares
held by the major shareholders. This variable checks the substitution relationship
between concentration of ownership and the dividend policy (Mancinelli and Ozkan,
2010).

Managerial ownership (MANG): the managerial ownership is measured by the
percentage of capital held by internal. This variable focuses on the separation
between the two functions ownership and decision.

Institutional ownership (INST): is measured by the percentage of capital held by
bank, pension funds, and insurance. This proxy is used by Fairchild et al. (2014) and
Al-Najjar and Kilincarslan (2016).

The family ownership (FAM): is measured by the number of shares held by families
in the firm capital. This variable is used by Chen et al. (2005), Yoshikawa and
Rasheed (2010), Wei et al. (2011) and Al-Najjar and Kilincarslan (2016).

4.2.3 Control variable

Firm size (FSIZE): This variable was used in the research of Al-Najjar and
Kilincarslan (2016), Harada and Nguyen (2011), Mancinelli and Ozkan (2010) and
Chen et al. (2005) as determinants of the dividend policy. In our research, we
measure the firm size by the logarithm of stock market capitalization.

Leverage (LEV): The variable was used in the research of Pablo and Gonzalez
(2010), Mancinelli and Ozkan (2010) and Al-Najjar and Kilincarslan (2016). It is
expressed as the percentage of short-term and long-term debt by total assets. It is
regarded as a control mechanism to align the interests of executives with those of
shareholders and reduce conflicts between them. According to Jensen (1986) and
Agrawal and Jayraman (1994), dividend policy and leverage are negatively related.
According to them, the debt is an alternative to dividends to decrease agency costs
related to free cash flow.

Return on assets (ROA): The companies that generate profits distribute dividends. In
agreement with the theory of signal companies report their profitability by increasing
the dividend distribution (Al-Najjar and Kilincarslan, 2016). A positive relationship
between the return on assets and the dividend policy is expected.

Free cash-flow (FCF): This variable should be positively related to dividends. Free
cash flow is defined as the sum of available excess liquidity after financing and
investment in all projects with positive NPV (profitable projects). However,
according to Jensen’s (1986) study, a free cash flow situation can increase agency
problems within the firm. According to Charreaux (1997), the existence of free cash
flow allows managers to follow a diversification strategy in order to increase their
discretion even if it is not profitable. The cash flow encourages the corporate to
distribute dividends or repayment of its debts. In fact, limiting the problem of free
cash flow depends on the effectiveness of corporate governance mechanisms such as
the dividends payout. We anticipate a positive relationship between the FCF and the
dividend policy.
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e  Board size (BSIZE): The board of directors is a governance mechanism to control
the executive. These members participate in decision-making in the interests of

shareholders. This board of directors may not be effective if it is large in size. The
inefficiency is explained by the lack of coordination between the different members
(Jensen, 1993). This inefficiency affects the control task performed by the members
of the board of directors. The firm pays dividends to discipline manger behaviour as
a corporate governance mechanism. We anticipate a positive relationship between

the dividend policy and the board size.

5 Analysis and interpretation of results

On the basis of descriptive statistics, we note that the average debt ratio of French
companies is 18.5%. Also, we note that on average the proportion owned by families in
corporate is 16.45%. The maximum family percentage is 77.28%. The largest sharcholder
holds on average of 33%. There are also companies owned by institutional shareholders.
The boards of directors in French firms are composed of three to 20 members. On
average these boards are composed of nine members which is a number suggested by

some authors.

Table 2 Descriptive statistics
Variable Mean Std. dev. Min Max
DIVP 0.340 0.329 —0.968 0.992
DIVY 0.033 0.029 7.23e-06 0.256
LEV 0.186 0.132 0 0.744
MTB 1.261 2.905 0.024 54.492
FAM 0.165 0.245 0 0.773
MAJ 32.999 21.877 0.23 99.8
INST 35.573 27.511 0 99.999
MANG 3.797 9.016 0 68.27
FSIZE 6.208 2.374 1.507 11.523
BSIZE 9.261 3.863 3 20
BM 7.449 2.855 1 24
ROA —0.003 0.133 —0.863 0.579
FCF -0.011 0.506 —10.833 0.598

Notes: DIVP: dividend payout ratio; DIVY: dividend yield; LEV: leverage;

MTB: market to book ratio; FAM: family ownership; MAJ: concentration
ownership; INST: institutional investor ownership; MANG: managerial
ownership; FSIZE: firm size; BSIZE: board size; BM: board meeting;
ROA: return on assets; FCF: free cash flow.
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Pearson correlation matrix

Table 3
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Our correlation matrix shows that there is a significant correlation between the size of the
firm and the size of the board (0.77). Similarly, our results show a strong correlation
between the return on assets and free cash flow (0.88). The multicolinarity test using the
VIF test confirms the presence of correlation between the ROA variables; FCF; BSIZE;
FSIZE. Taking into account this problem, we will estimate four equations for each
dependent variable to have eight models at the end.

After the correlation analysis between the independent variables, we used the
Hausman (1978) specification test. This test is a general test that can be applied to many
specification problems in econometrics. Its most common application is the specification
test of individual effects panel. It thus serves to discriminate fixed and random effects.

The probability of the test is less than 10%, which implies that the fixed effects model
is preferable to the random effect model. The result depends from the proxies of dividend
policy. We also detected the presence of autocorrelation by using the Wooldridge test and
heteroscedasticity based on modified Wald test.

After the correction of these two problems, we obtain the results provided by Table 4.

There is a negative relationship between the growth opportunity measured by the
market to book ratio and the company’s dividend policy. This result is significant at the
1% level. Indeed the company that does not distribute dividends will reinvest it to finance
its growth. We also found that the board size positively affects the dividend distribution
policy and at a 10% level. Based on several empirical studies, it has been concluded that
a large board of directors is less efficient than a small board, there will be a problem of
coordination between the different members. In order to have a good control, dividend
distribution can be used as a substitute mechanism to discipline managerial behaviour
(La Porta et al., 2000).

Our results also show a positive effect of free cash flow on the dividend policy. Free
cash flow which represents the sum of available excess liquidity after financing and
investment can accentuate agency problems within the company. The existence of free
cash flow allows managers to follow a diversification strategy to increase their discretion
even if it is not profitable. The free cash flow allows the company to push the
opportunities such as paying dividends. Dividend payout can discipline the manager
behaviour.

Our results also indicate the positive relationship between return on assets and
dividend policy. Indeed, the companies that generate the profits pay dividends. In
agreement with the theory of signal firms report their profitability by increasing the
dividend payout. This result is similar to the results of Al-Najjar and Kilincarslan (2016)
for Turkish firms.

For the firm size, there is an ambiguity regarding the sign that depend on the measure
used to approximate the dividend policy whether the dividend yield or the dividend
payout.

For our independent variables, we found a negative relationship between managerial
ownership and the dividend yield. This result is significant at a level of 10%. The
dividend acts as a corporate governance mechanism. It serves to discipline managerial
behaviour and to reduce agency problems between the shareholder and the manager.
When the manager is a shareholder, the company pays less dividends.
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Similarly, we obtained a negative relationship between family ownership and our two
dependent variables (dividend yield and dividend pay out). This result is significant at a
level of 1%. Listed family firms distribute less than non-family ones. Several studies
show a negative influence on the dividend payout of the first shareholder’s control level
(Mulyani et al, 2016; Hu and Kumar, 2004; Maury and Pajuste, 2002) or the
concentration of ownership (Rozeff, 1982; Dempsey and Laber, 1992).

Family firms may have a significantly different dividend policy from non-family
companies. If these results are consistent with a substitution dividend payout and
monitoring by large shareholders, they may also be evidence of expropriation of minority
by a controlling shareholder.

The same result is obtained for the presence of institutional investors. This result
confirms the substitution effect between the dividend policy and the participation of
institutional investors in the capital of the company. These investors have the tools to
control and supervise the executive. Their presence drives the company to distribute less
dividends. Finally, our results also show a negative effect of the presence of a majority
shareholder on the dividend distribution policy for French companies. Our results are
consistent with those of Mancinelli and Ozkan (2006) and Harada and Nguyen (2011).
According to Maury and Pajuste (2002), the presence of a shareholder having more than
half of the control of the firm has a negative effect on the payout rate.

6 Conclusions

In this study, we tried to examine the effect of ownership structure on the dividend
distribution policy for French companies. The ownership structure is approximated by
four variables, namely managerial, institutional, family ownership. Our results
demonstrate the presence of a negative relationship between these variables and the
dividend policy. This policy is approximated by two variables namely the distribution
rate and yield rate.

Our results indicate the disciplinary effect of dividend policy. This study
demonstrates the presence of a substitution between the distribution of dividends and
supervision by the ownership structure, and the existence of an expropriation of
minorities by a controlling shareholder (family or large shareholder).

Some researchers have discussed the problem of endogenous institutional investors
and their relationship with the company’s dividend policy. As a future research, it is
useful to examine this point using endogenous tests such as the propensity score
matching estimator method. This research was conducted in the context of a developed
country. It would be very interesting to do a study for emerging countries. This would
improve research methodologies adapted by adding specific variables to these countries
that can influence the dividend policy (legal system; shareholder’s protection, creditor
rights).
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Notes

1 The SBF 120 (Société des Bourses Francaises 120 Index) is a French stock market index. The
index is based on the 120 most actively traded stocks listed in Paris.

2 The Autorité des marchés financiers (AMF) (English: ‘Financial Markets Regulator’) is the
stock market regulator in France.



