
  

 

 

 

 

“The market reaction to dividend change announcements: 
The Greek Case” 

 

 

 

Kyriakidis Nikolaos 

 
 

School of Economics, Business Administration & Legal Studies 
 

A thesis submitted for the degree of  
 

Master of Science (MSc) in Banking and Finance 
 
 
 
 

 
October 2015 

Thessaloniki – Greece 

 

brought to you by COREView metadata, citation and similar papers at core.ac.uk

provided by International Hellenic University: IHU Open Access Repository

https://core.ac.uk/display/236155767?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1


  

Student Name:  Kyriakidis Nikolaos 

SID:  1103140011 
Supervisor: Dr Dasilas Apostolos 

 
 

30/11/2015

X

Signed by: Apostolos Dasilas  
 
 
 

I hereby declare that the work submitted is mine and that where I have made use of 
another’s work, I have attributed the source(s) according to the Regulations set in the 
Student’s Handbook. 
 
 
 
 
 
 
 

 
 
 
 
 
 

October 2015 
Thessaloniki - Greece 

 



  

Acknowledgements 

I would like to express my gratitude to my supervisor Dr. Apostolos Dasilas for 

his excellent guidance and valuable assistance throughout the progress of my disserta-

tion. I also feel grateful to the International Hellenic University and the academic staff 

for their support. 

Lastly, I owe my deepest gratitude to my family and to Ms Papadopoulou Vagia 

for their  moral support and encouragement throughout my studies. 



  

Abstract 

The fundamental aim of this study is to examine the stock market reaction to 

cash dividend announcements over the period between 2009 and 2014 employing a 

sample of listed firms on the Athens Stock Exchange. The Greek dividend environment 

differs from those of other developed countries. First, listed firms on the Athens Stock 

Exchange are required by the Greek Corporate Laws 2190/1920 and 148/1967 to dis-

tribute a minimum cash dividend. Second, cash dividends are distributed on a yearly 

basis compared to other markets. Third, the period under investigation of this study 

was characterized by dramatic changes in the Greek capital market where taxes on div-

idend income were imposed in 2009. Finally, a high ownership concentration charac-

terizes the majority of Greek listed firms. The results of the study confirm the “divi-

dend signaling hypothesis” proposing that the dividend policy of a firm and its share-

holders’ wealth are related. More specifically, dividend increase announcements ap-

pear to bring about positive abnormal returns around the event day, while announce-

ments of dividend decrease lead to negative abnormal returns around the announce-

ment day. In cases where a constant dividend is announced, the market reaction is 

positive. 
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Chapter 1: Introduction 

The dividend policy of a company and its impact on the wealth of its sharehold-

ers has always been a matter of heated debate among academics and practitioners for 

several decades. The relevance between the dividend policy of a company and its val-

ue was initially studied by Lintner (1956) and developed further by Bhattacharya 

(1979), John and Williams (1985) and Miller and Rock (1985). Assuming that capital 

markets are not perfect, Lintner (1956) argued that any change in the dividend policy 

of a listed company can convey valuable new information to market participants about 

the current as well as the future financial position of a company. Consequently, a posi-

tive market reaction may be triggered by increases in the amount of dividend an-

nounced. Similarly, a negative market reaction may be generated after the announce-

ment of a decrease in the payout policy. This point of view also known as “the infor-

mation content hypothesis” can be attributed to the information asymmetry between 

managers and investors (Petit 1972; Healy and Palepu 1988; Ghosh and Woolridge 

1991; Marsh 1993). In addition to Lintner’s theory, some researchers (Bhattacharya 

1979; John and Williams 1985; Miller and Rock 1985) went a further step showing that 

under asymmetric information, better informed insiders take advantage of the firm’s 

dividend policy in order to signal its future prospects to less informed market partici-

pants out of the firm. 

However, Miller and Modigliani (1961) argued with Lintner’s (1956) hypothesis 

regarding the relationship between dividend policy and a firm’s value. They proposed 

that in a perfect capital market characterized by certainty, no taxes and transaction 

costs, a firm’s wealth is independent of the dividend policy it follows. Instead, they 

stated that only changes in the investment policy and strategy could have an impact on 

the shareholders’ wealth. Finally, there is a group of researchers who, although they 

confirm and support the relationship between the dividend policy of a firm and its val-

ue, they argue that a dividend increase can generate a negative market reaction due to 

the existence of taxes imposed on dividends. In accordance with the study of Brennan 

and Thakor (1990) the majority of a firm’s shareholders prefer to receive cash dividend 
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when its amount is small. Conversely, in case of quite larger distributions, shareholders 

prefer tender offer stock repurchases than the cash dividend.  

There is a plethora of previous studies that have examined the stock market re-

sponse to dividend change announcements. The primary aim of this dissertation is the 

empirical estimation of the stock market reaction to changes in dividend policies of 

Greek listed firms. The Greek capital market differs significantly from other capital 

markets in several ways. First and foremost, there is only one stock market, the Athens 

Stock Exchange which is considered relatively small compared to those of the devel-

oped countries. In addition, the dividend distribution is mandatory in Greece and paid 

on a annual basis according to the Greek Corporate Laws 2190/1920 and 148/1967. 

Second, the period under investigation is characterized by dramatic changes in the 

Greek capital market where taxes on dividend income were imposed for the first time 

in 2009 and the majority of Greek listed firms experienced and still experience financial 

distress, thus limiting their dividend distribution and searching for alternative ways of 

paying out less costly money to their shareholders (i.e. return on capital). Third, infor-

mation asymmetry between the management team of a firm and its shareholders may 

be weak due to the fact that main owners often hold managerial positions implying 

that they base less on dividend news to signal future prospects of their firm. Conse-

quently, the particular idiosyncrasies of the Greek capital market make the investiga-

tion of the dividend policy interesting. 

This study intends to examine the relationship between dividend change an-

nouncements of the Greek listed firms on the Athens Stock Exchange and the subse-

quent stock price reaction. Employing the classical event study methodology and using 

a sample of 248 events the aforementioned relationship is examined. To gauge market 

reaction to dividend announcements, we calculate abnormal returns using both the 

market model and market adjusted model whereas the dividend changes were defined 

based both on the naïve model and minimum dividend required by the law. 

The results of the study propose a positive market reaction on the event day in 

the case of dividend increases and negative abnormal returns around the dividend an-

nouncement day in cases of dividend decreases. A surprising finding is the positive 
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market reaction to constant dividend announcement. This outcome is not consistent 

with prior studies. The regression results reveal that the dividend yield and the classifi-

cation of firms based on whether they distributed a dividend above or below the min-

imum required by the law are the significant determinants of the market reaction to 

dividend announcements. 

The remainder of the study is structured as follows: Section 2 provides a brief 

review of previous research with regard to the effect of dividend change announce-

ments. Section 3 describes the Greek stock market environment on dividend distribu-

tion and offers a brief review of changes in dividend taxes over the period under inves-

tigation. Sections 4 and 5 present data included in the analysis and the methodology 

employed, respectively. The empirical results of market reactions to dividend change 

announcements as well as the main determinants of abnormal returns are presented 

in Section 6. Section 7 contains the conclusions of the study. 
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Chapter 2: Literature Review 

2.1 Empirical Evidence from US 

There is a plethora of studies that investigate the stock price reaction to divi-

dend announcements the majority of which confirming the relationship between 

changes in the dividend policy and market reaction. Retit (1972) was the first who 

pointed out this relationship, having used a sample of 625 firms listed on the New York 

Stock Exchange over the period between January 1964 and June 1968. Petit (1972) 

identified a strong positive relationship between dividend changes and stock price re-

actions. In particular, he proved that positive (negative) changes in dividend lead to 

positive (negative) abnormal returns and that the size of the dividend change deter-

mines the size of the stock price reaction. Watts (1973) argued the results of Petit 

(1972). In specific, Watts investigated the relationship between unexpected dividend 

changes and positive future earnings changes and induced the existence of a positive 

and trivial relationship.  

Aharony and Swary (1980) examined both the stock price responses to quarter-

ly dividend announcements of 149 industrial companies listed on the New York Stock 

Exchange over the decade 1963-1973 and the semi-strong form of Efficient Market 

Hypothesis. They proved that dividend increase (decrease) announcements can lead to 

positive (negative) abnormal returns around the dividend announcement days infer-

ring that cash dividend distributions convey new information to the market regarding 

the management’s perspective about the firm’s future performance. Moreover, their 

findings supported the semi-strong form of EMH indicating that on average the market 

reacts in an efficient manner to new dividend information. 

Asquith and Mullins (1983) investigated the market reaction to dividend pay-

ment announcements using a sample of 168 US companies that either distributed their 

first dividend or had started to distribute dividend again after a 10-year interruption. 

Asquith and Mullins (1983) found that the market reaction to dividend initiations was 

greater than the effect of dividend increases contributing to significant abnormal re-

turns. Apart from the stock price reaction to dividend announcements Dhillon and 



  -6- 

Johnson (1994) found that bond prices also react to dividend announcements. By ex-

amining a sample of large dividend changes, they observed bond prices to move in the 

opposite direction compared to those of stock prices. 

The study of Dyl and Weigand (1998) confirmed the existence of dividend in-

formation content. In particular, they argued that the initiation of dividends not only 

leads to stock prices increases, but also are followed by a quick downward-shift in the 

total company’s risk. Having observed a decrease in earnings’ volatility in the financial 

years after the dividend initiations, they inferred that the decision of a company’s 

management to initiate dividend distribution conveys new information to the market 

regarding the risk of the firm. 

However, the study of Benartzi, Thaler and Michaely (1997) may be an exemp-

tion due to little empirical support found for information content of dividends. 

Benartzi et al. (1997) performed a regression analysis employing data for 1,025 US 

firms listed on either the New York Stock Exchange or the American Stock Exchange 

over the period  1979-1991. They did not confirm that dividend distributions signal the 

future performance and financial position of a company. They also argued that divi-

dend changes mainly reflect the past performance of the company rather than its fu-

ture performance.  

Bessler and Nohel (1996) conducted a study employing data from the US bank-

ing sector. They used a sample of 81 dividend decreases by 56 commercial banks listed 

on the New York Stock Exchange, the American Stock Exchange and NASDAQ over the 

period between 1974 and 1991.  They found negative abnormal returns equal to -

8.02% and -11.46% for the two-day event window and for a two week period, respec-

tively, confirming the negative information content of dividend decreases. 

2.2 Empirical Evidence outside US 

Beer (1993) was the first who studied the stock price reaction to dividend 

change announcements using data from a European country (Belgium). He used two 

samples of listed firms, one with companies that exhibited regular dividend distribu-

tion and one with companies that exhibited resumed dividend distribution after three 
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years without any distribution. Beer (1993) lent support for the information content of 

dividends only for the later group. Lonie et al. (1996) investigated the dividend signal-

ing hypothesis using a sample of 620 UK listed firms (London Stock Exchange). Their 

results confirmed the impact of dividend and earnings announcements on the share 

price with earnings announcements affecting much more the share price than those of 

dividends. 

 Vieira and Raposo (2007) studied the dividend signaling hypothesis using a 

sample of dividend announcements from the Euronext Lisbon, Euronext Paris and Lon-

don Stock Exchange between 1994 and 2002 for French and UK firms and between 

1988 and 2002 for Portuguese firms. Their results did not confirm the positive relation-

ship between the dividend change announcements and the stock price reaction for the 

French capital market and provided a weak support for the Portuguese and UK capital 

markets. 

The dividend signaling hypothesis was confirmed by the study of McCluskey et 

al. (2006) who examined the Irish capital market. In particular, McCluskey et al. (2006) 

examined a sample of 50 firms listed in the Dublin Stock Exchange over the period be-

tween 1987 and 2001. Their results indicated that the existence of a significant market 

reaction on the announcement day. However, given that usually dividend and earnings 

are jointly disclosed to the public, earnings signals appear to be stronger than those of 

dividends. 

The study of Gurgul et al. (2003) was the first that investigated both the market 

response and trading volume after dividend change announcements with respect to 

the Austrian capital market. Using a sample of 22 listed firms on the Austrian Traded 

Index over the decade 1992-2002, they induced that dividend information content is 

valid for the Austrian stock market identifying that announcements of higher (lower) 

dividends trigger an average increase (decrease) in stock prices. The results regarding 

the trading volume were similar to those of abnormal returns. More specifically, ab-

normal trading volume was positive in case of dividend increase as well as after the 

announcement of a constant dividend. 
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Aminhad and Murgia (1997) explored the German capital market using a sam-

ple of 200 most traded companies at the German capital market between 1992 and 

2002. Aminhad and Murgia (1997) found support to the relationship between dividend 

announcement and abnormal returns. Their results indicated that dividend an-

nouncements can trigger significant market reaction and dividend policy changes may 

incorporate information beyond that earnings do. 

Capstuff et al. (2004) examined the Norwegian capital market.  The Norwegian 

capital market is distinguished by its corporate ownership structure that can reduce 

agency costs and increase information asymmetries which in turn motivate managers 

to use dividends as a signaling mechanism. Capstuff et al. examined the dividend in-

formation content using a sample of 64 listed firms in Oslo Stock Exchange for the pe-

riod between 1993 and 1998. Their findings confirmed the dividend signaling hypothe-

sis. Nevertheless, the evidence that dividend changes move in the same direction with 

future earnings was not strong enough. 

Japanese firms listed on Tokyo Stock Exchange were employed by the study of 

Harada and Nguyen (2005) aiming to test the dividend signaling hypothesis for the 

Japanese capital market. Harada and Nguyen (2005) used a sample of Japanese indus-

trial listed over the decade between 1992 and 2002. The authors stated that the divi-

dend information content is associated with the conditions of the company under 

which the dividend change takes place. Under this framework, firms that announce a 

dividend increase in favorable conditions (e.g. increased earnings) experience higher 

returns compared to firms that announce a dividend increase and decreased earnings.  

Hu Zuguang and Ahmed (2010) examined the impact of dividend announce-

ments on the shareholders’ wealth for the Shanghai Stock Exchange. Using a sample of 

listed firms on the Shanghai Stock Exchange 180 Index between January 2005 and De-

cember 2009, Hu Zuguang and Ahmed proved that on the event day of dividend in-

crease announcements, a positive market reaction is observed causing market partici-

pants to gain positive abnormal returns. Regarding the dividend decrease announce-

ments, no negative market response was detected implying that the market partici-

pants in the Shanghai Stock Exchange may not perceive dividend decreases as bad 
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news. They also found that a high increase in dividend distribution results in a propor-

tional high abnormal return a fact that means that the magnitude of the dividend in-

crease has a strong impact on the firm’s stock price. 

Evidence was provided by Al-Yahyuee, Pham and Walter (2011) who investigat-

ed the market reaction to dividend announcements of listed firms on the Muscat Secu-

rities Market in Oman between 1997 and 2005. Oman is considered an emerging mar-

ket where no taxes are imposed on dividends or capital gains; there is a high concen-

tration of share ownership as well as low corporate transparency. Al- Yahyuee et al. 

(2011) draw the conclusion that the announcements of dividend increase (decrease) 

generate positive (negative) market reaction in Oman capital market. Furthermore, 

their findings are at odds with tax-based signaling models which suggest that imposed 

taxes that are higher than those on capital gains are deemed necessary in order divi-

dends to be informative. 

Akron (2011) proceeded a step further by studying the relationship between 

business cycles and stock market reaction to dividend announcements of large-cap 

companies listed in Tel Aviv Stock Exchange. Using a dataset of 209 dividend an-

nouncements derived from 25 listed companies over the period 2001-2007, Akron 

(2011) observed a significant positive abnormal activity on the first day subsequent the 

announcement. In addition, Akron (2011) stated that the business cycle is a vital de-

terminant in the investors’ perspective of dividend announcements proposing that 

during periods when the economic growth decreases rapidly announcement of divi-

dend distributions are perceived as strong and reliable signals about the financial state 

of the company in comparison to periods of normality.  

Recent evidence from Thai capital market was offered by the study of Suwanna 

(2012) who investigated the impact of dividend announcements on stock prices of 60 

Thai firms in the financial sector listed in the Stock Exchange of Thailand (SET) between 

2005 and 2010. The findings of the study confirm the information content of dividend 

announcement. Suwanna (2012) found a positive market reaction the day subsequent 

the announcement and no significant abnormal activity precede the announcement. 
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The dividend signaling hypothesis in Bahrain capital market was tested by the 

study of Asiri (2014). Having used a sample of 40 firms listed in the Bahrain Bourse that 

resulted in 157 dividend announcements, Asiri proposed that investors’ behavior in 

Bahrain stock market is highly affected by the dividend distribution announcements 

leading to abnormal activity. More specifically, Asiri (2014) found that investors gained 

a positive abnormal activity after the announcement of dividend distribution regard-

less the increase or decrease of the dividend announced. In cases of dividend increas-

es, the market participants earned an abnormal activity of 0.46% while in cases of divi-

dend decreases, investors gained an abnormal activity equal to 0.35%. Furthermore, 

Asiri (2014) found that the time lag varied among sectors. 

Kadioglu et al (2015) examined the Turkish capital market employing a dataset 

consisted of 902 announcement made by 118 firms listed in Borsa Instabul during the 

period 2003-2015. The authors pointed out a significant negative abnormal activity 

that follows the announcement of dividend distribution. As a result, Turkish stock mar-

ket perceives dividend distribution announcement as bad news mainly due to the fact 

that dividends are taxed at a higher rate than capital gains leading shareholders to sell 

their shares in an attempt to avoid higher taxation in the future. Furthermore, Kadi-

oglu et al (2015) argued that the magnitude of the negative market response depends 

on the volume of the dividend payout.  

 

2.3 Empirical Evidence from Greece 

The research regarding the Greek capital market is considered quite limited. 

The study of Papaioannou et al. (2000) was one of the first attempts to investigate the 

dividend information content in the Greek capital market. Employing a sample of 

stocks traded on the main market of the Athens Stock Exchange over the period 1981-

1994, the authors confirmed Modigliani and Miller’s irrelevance theory. More specifi-

cally, no significant abnormal return was identified after the change in a firm’s divi-

dend policy. 
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Asimakopoulos et al. (2007) also tested the dividend signaling hypothesis using 

data from the Athens Stock Exchange market. They employed a sample that included 

firms that distributed the minimum required dividend determined by the law and firms 

that distributed a dividend above the minimum required. The results showed  a nega-

tive market reaction when firms declare a dividend amount above the minimum re-

quired. This paradox was attributed to the fact that investors received this increase as 

unexpected. As a result, Asimakopoulos et al. (2007) implied that dividend increases 

are deemed unexpected convey negative news to the market participants. Neverthe-

less, this effect did not apply to firms that paid only the minimum required. 

The study of Vazakidis and Athianos (2010) provided also support to the divi-

dend information content in the Greek capital market. Vazakidis and Athianos (2010) 

examined a sample of listed firms quoted on the FTSE/ATHEX 20 and FTSE/ATHEX Mid 

40 for the period 2004-2008. Their empirical findings indicated the existence of ab-

normal activity in the stock market both before and after the dividend declarations. 

More specifically, positive market reaction was observed during the prior-

announcement period, while negative abnormal returns were tracked after the an-

nouncement period. However, on the event day the abnormal returns, on average, 

appeared to be statistically insignificant. 

Dasilas and Leventis (2011) studied both the stock price and trading volume re-

action to changes in the dividend policy of a sample of 231 listed firms on the Athens 

Stock Exchange for the period 2000-2004. Their results were consistent with the divi-

dend signaling hypothesis indicating that stock prices and trading volume move in the 

same direction to the dividend change. Furthermore, the authors concluded that divi-

dend yield and the percentage dividend change exert stronger impact on abnormal 

returns around dividend change announcements. 
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Chapter 3: Greek Dividend Environment 

3.1 Athens Stock Exchange 

The Greek stock exchange is considered small in terms of listed firms, market 

capitalization and value of traded shares. By the end of 2013, the number of listed 

firms did not exceed 240 and 14 in the main and alternative market respectively. The 

market capitalization appeared to fluctuate over the period under investigation reach-

ing its highest value in 2009 with €83,443.94 million and its lowest value in 2011 with 

€26,784.48 million, while in the end of 2013 the market capitalization reached 

€67,437.86 million (Graph 1). The value of shares traded, on the other hand, appeared 

to follow a downward trend for the period 2008-2013. The level of €78.17 billion in 

2008 plummeted rapidly the following years reaching the lowest level of €12.91 billion 

in 2012 (Graph 2). By the end of 2013, the value of shares traded experienced a 65% 

increase counting €21.30 billion (Graph 3). 

Graph 1: Capitalization of Athens Stock Exchange 2008-2013 
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Graph 2: Number of listed firms per market 2008-2013 

 

Graph 3: Value of traded shares in Athens Stock Exchange 2008-2013 

 

3.2 Greek Capital Market 

The Greek capital market exhibits particular idiosyncrasies that are not ob-

served in other developed capital markets a fact that make it an ideal laboratory for 

examining the market reaction to dividend announcements. First, in contrast to other 

developed capital markets such as those of the US and the UK, Greek firms pay divi-

dends once a year while in the US and UK dividends are distributed per quarter and 

per semester, respectively. Second, according to Tzovas (2006)  shareholders of the 
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Greek listed firms usually, apart from the ownership, hold managerial positions in the 

firm a fact that lead them to obtain access to inside information with regard to the fu-

ture prospects of their firm. 

A particular idiosyncrasy that distinguishes the Greek capital market from other 

capital markets is that, according to the Greek Corporate law 2190/1920 art.45 a min-

imum cash dividend distribution is compulsory. More specifically, Greek listed firms 

are required to distribute a least annual cash dividend equal to the 35% of their net 

income after meeting both taxation and regulatory reserves obligations. According to 

Corporate Law 2753/1999, with the agreement of 80% of voting rights, the company is 

able to avoid dividend distribution. The rest of net profits usually are distributed for 

the board of directors’ remuneration, additional wages to employees, additional divi-

dend as well as for the formation of extraordinary reserve. 

Based on the legal environment described above, the distribution of regular 

dividend in the Greek capital market seems to be quite predictable. However, many 

firms prefer to omit dividend distribution for a series of years in an attempt to finance 

their investment strategies which are subject to approval from the shareholders’ an-

nual meeting. A common corporate practice in Greece is the acceptance of the pro-

posal of the board of directors for retaining the profits and omits any dividend distri-

bution. Such a practice is usually met among new listed companies that wish to fund 

their investment strategies aiming at growth. 

The Greek tax system regarding dividends has undergone reformations and ad-

justments over the last years. The outbreak of the global financial crisis coupled with 

the debt crisis that followed had significantly affected the entire political and economic 

background in Greece. The period between 2008 and 2013 the Greek tax system expe-

rienced drastic changes and adjustments as a consequence of the general reformation 

of the Greek economy. 

Before 2008, no personal taxes were imposed on dividends. According to law 

2065/1992, corporate dividends are distributed by a company after deducting corpo-

rate taxes from its net income. Consequently, shareholders were not taxed on divi-

dends they had received. Since 2008 the tax treatment of dividends changed. In ac-



  -15- 

cordance with the law 3697/2008 art.18, a flat tax equal to 10% of the dividend re-

ceived was imposed. In 2010, the tax imposed on dividend income further increased to 

25% according to the law 3842/2010. The tax treatment of dividends changed again in 

2011 when the law 3943/2011 determined that the tax on dividend remains on the 

same level (25%), but the income generated by dividends was also subject to personal 

taxes. In 2012, the law 4038/2012 proposed that taxes on dividends remains 25% 

without any additional personal tax on dividend income. Finally, in 2013 the law 

4110/2013 determined that the tax on dividends reduces to 10%. The law is valid for 

dividends announced after 01/01/2014 referring to financial year 2013. 

The frequent changes in the taxation of dividends led many Greek companies 

to recourse to new cash distributions in an attempt to avoid the heavy taxation on div-

idends and simultaneously reward their shareholders. In particular, instead of dividend 

distribution many Greek listed companies proceed to partial capital return to their 

shareholders by reducing the company’s share capital. This corporate practice be-

comes popular among listed companies after 2010 due to the flat taxation (10%) on 

capital returns without any additional personal tax. Consequently, capital return as a 

process of cash distribution in part outplaced cash dividend distributions. The relation-

ship between the shift from cash dividend distribution towards the partial capital re-

turn and the changes in the taxation on dividends is supported by the study of Dasilas 

and Grose (2013) who used data over 2002-2012 and identified 84 cases of companies 

that prefer capital returns to their shareholders instead of cash dividend distributions. 

The majority of capital returns were identified during the period of heavy taxation on 

dividends. 
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Chapter 4: Data 

This study examines the market response to dividend change announcements 

for the period between January 2008 and December 2014 employing a dataset from 

the Greek stock exchange. The entire sample includes 248 dividend announcements 92 

of which are dividend increase announcements, 124 dividend decrease announce-

ments and 32 no dividend changes (constant dividend). 

Table  1: Distribution of announcement events 

Year Dividend Increase Constant Dividend Dividend Decrease 

2008 21 12 52 
2009 27 14 32 
2010 10 4 21 
2011 15 1 7 
2012 9 1 9 
2013 10 0 3 

Total 92 32 124 

 

Dividends per share for the years between 2008 and 2014 as well as dividend 

announcement dates were manually collected by scrutinizing daily financial press re-

leases, corporate websites as well as the Athens Stock Exchange’s website. Daily stock 

price data for the sample firms and the corresponding market portfolio (Athens Stock 

Exchange main Index) were culled from Bloomberg. 

A company to be included in the final sample had to satisfy the following crite-

ria: 

1. The company is listed on the Athens Stock Exchange. 

2. The company paid at least a cash dividend over the period under investigation. 

3. The date of announcement as well as company’s stock and financial data were availa-

ble on the Athens Stock Exchange. 

Following Gurgul et al. (2003) and Dasilas and Leventis (2011), the date of the 

announcement (day 0) was defined as the date of the first official reference to divi-

dends that can be identified in press releases. Nevertheless, in cases that the dividend 

announcement released in non-trading hours the event day was considered the next 

day. 
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The event window that aims to capture the impact of the dividend announce-

ment on the market value of the firm both before and subsequently the announce-

ment day includes ten trading days prior to the event day, the event day (day 0) and 

ten trading days after the event day. As a result, a 21-day event window is employed 

by this study. Including trading days before the announcement day we are able to ex-

amine whether new information leaks into the market, while trading days after the 

event day allow us to measure how quickly and efficiently the market reacts to new 

information (efficient market hypothesis).  
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Chapter 5: Methodology 

To test whether the Greek stock market reacts to dividend change announce-

ments the event study methodology is employed.  

The dividend change is initially defined according to the naïve model 1which as-

sumes that the expected dividend change is equal to zero as follows: 

E[ΔDi.t]=E[Di.t]-Di.t-1 =0         (1) 

Where: 

 E[ΔDi.t] denotes the expected dividend change of firm i for the year t 

 E[Di.t] denotes the expected dividend payout of firm i for the year t 

 Di.t-1  denotes the dividend distributed of firm i for the previous year t 

A dividend change announcement is deemed favorable when Di.t-1 > E[ΔDi.t], 

neutral when Di.t-1 = E[ΔDi.t] and a negative event when Di.t-1 < E[ΔDi.t]. According to 

Aharony and Swary (1980), companies change their dividend payout policies only 

when they anticipate an important change in their future prospects. Therefore, a divi-

dend increase conveys good news and expectations about a company’s future pro-

spects, while a dividend decrease implies that the management’s expectations for the 

future performance of the company may not be optimistic. 

Moreover, taking into consideration one of the idiosyncrasies of the Greek cap-

ital market regarding dividend distribution which is the minimum mandatory dividend 

amount, the expected dividend change is redefined as the difference between the 

amount of the dividend declared and the minimum dividend that is required by the 

Greek Corporate Law 2190/1920. Consequently, an announced dividend higher than 

the minimum required by the law is considered as “dividend above the minimum 

                                                      

1 The naïve model is also used by Aharony and Swary (1980), Gurgul et al (2003), Vazakidis and 

Athianos (2010) and Dasilas and Leventis (2011). 
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mandated”, whereas a dividend less than the minimum required is deemed as “divi-

dend below the minimum mandated” (Dasilas and Leventis 2011). According to the 

corporate finance literature, a company tends to decrease its payout rate distributing a 

dividend lower than the minimum required by the law when it plans to finance poten-

tial investments that aim at a future higher growth. 

According to McKinlay (1997), the estimation of the event’s effect requires the 

calculation of abnormal returns. Abnormal returns are estimated employing both the 

market model and market-adjusted model. Market model assumes that abnormal re-

turns arise as the difference between the actual return and the stock’s normal return 

that would be expected in the absence of the event.  Therefore, the abnormal return 

on firm i on day t is computed as the following equation: 

ARi.t = Ri.t – E(R i.t)         (2) 

ARi.t denotes the abnormal return on firm i on day t. Ri.t denotes the actual ex 

post return of the share i on day t. In finance literature, logarithmic returns are mostly 

preferred than discrete returns given that returns are more correctly related over long 

time intervals. As a result, the actual ex post return of share i on day t is calculated as 

follows: 

Ri.t = ln(Pi.t) – ln(Pi.t-1)         (3) 

Where: 

   Pi.t refers to the closing price of stock i on day t 

 Pi.t-1 refers to the closing price of stock i on day t-1 

E(R i.t) denotes the expected return on stock i on day t. For the formation of the 

expected return [E(R i.t)] the Market Model is employed. The Market Model is a statis-

tical single-factor model which relates the return on the stock i to the return on the 

market portfolio assuming a stable linear relationship. Therefore, for the firm i the ex-

pected return is given by the Market Model as follows:  

E(R i.t) = αi+βi×Rm.t+εi.t         (4) 
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Where: 

αi  and βi are the Market Model parameters estimated econometrically 

by an Ordinary Least Square (OLS) regression. 

Rm,t denotes the market portfolio return on day t. As market portfolio, 

the Athens Stock Exchange Index is employed. 

εi,t is the error term which is considered white noise with E(εi.t)=0 and 

Var(εi.t)=σε
2.  

Market adjusted model, on the other side, proposes that abnormal returns are 

actually the difference between the actual return of the stock and the return of the 

market portfolio (Athens Stock Exchange Index) on the same day.  

ARi,t = Ri,t - Rm.t          (5) 

As McKinlay (1997) stated “the Market Model represents a potential improve-

ment over the constant mean return model. By removing the portion of the return that 

is related to variation in the market’s return, the variance of the abnormal return is 

reduced. This in turn can lead to increased ability to detect event effects. The benefit 

from using the market model will depend upon the R2 of the market regression. The 

higher the R2, the greater is the variance reduction of the abnormal return and the 

larger is the gain.”  

The estimation of the Market Model requires the identification of the event 

date as well as the event window and the estimation window. As it has already been 

stated at the Data Section, the event date is defined as the first official release of divi-

dend distribution in public.  

The event window includes a number of trading days before the event, the 

event day and a number of trading days after the event. McKinlay (1997) suggested 

the definition of an event window that is greater than the specific period of interest in 

order for a researcher to be able to capture the effect of the event both before and 

after the event date. In this study, the event window consists of ten trading days be-
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fore the event, the event date and ten trading days after the event. As a result a 21-

day event window is employed. 

The estimation period is defined as the period over which market model pa-

rameters are estimated. Market Model parameters ere estimated using 240 daily re-

turns data prior the event window (-250, -11). McKinlay (1997) argued that having in-

cluded event window in the estimation of the Market Model parameters, event re-

turns may have significant influence on the estimation of normal returns in the event 

window. 

Abnormal returns are averaged across portfolio of firms as follows: 

𝐴𝑅̅̅ ̅̅ t = 
1

𝑁
 ∑ 𝐴𝑅𝑁

𝑖=1 I.t          (6) 

Subsequently, the average abnormal return is aggregated over the event window               

(-10. +10) as follows: 

CAR-10.+10 = ∑ 𝐴𝑅̅̅ ̅̅10
𝑡=−10 t        (7) 

Cumulative abnormal returns are considered useful for the statistical analysis 

and the conclusion whether there is an impact of the event on the share price of a 

firm. The null hypothesis of the study which assumes that abnormal returns are zero, 

namely, there is no significant impact of the dividend announcement on the share 

price is tested using the two-sided t-statistic test. The t-statistic is given by the follow-

ing equation:  

t-statistic = CARk / (σk×√𝑁 )        (8) 

Where: 

  CARk denotes the cumulative abnormal return on the event window k. 

  σk denotes the standard deviation of cumulative abnormal returns on 

the event window k. 

  N refers to number of days included in the event window. 
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Chapter 6: Empirical results 

The main intention of the study is the examination of whether dividend distri-

bution announcements have significant impact on stock prices. For this reason, both 

an event study and a regression analysis are used. In addition to daily abnormal re-

turns around the event day, cumulative abnormal returns are also estimated. In this 

section the empirical results of the analysis are presented. 

6.1 Event Study Results 

Table 2 exhibits abnormal returns employing both market model and market-

adjusted model around the dividend announcement day for the entire sample. 

Table 2: Average daily abnormal returns and cumulative abnormal returns for the entire sample 

Full Sample Market Model Market Adjusted 

Days ARs% t-Statistic ARs% t-Statistic 

-10 0.14% 0.52 -0.14% -0.54 

-9 -0.29% -1.10 -0.27% -1.24 

-8 -0.34% -1.28 -0.05% -0.21 

-7 -0.50% -1.90 -0.20% -0.71 

-6 0.06% 0.22 0.03% 0.16 

-5 0.04% 0.16 -0.26% -1.35 

-4 0.28% 1.08 0.03% 0.14 

-3 0.10% 0.37 -0.20% -0.89 

-2 0.21% 0.79 0.35%* 1.66 

-1 -0.16% -0.61 0.18% 0.68 

0 0.83%*** 3.18 1.10%*** 3.71 

1 0.24% 0.90 -0.01% -0.02 

2 0.06% 0.24 0.09% 0.28 

3 0.16% 0.62 0.47% 2.18 

4 -0.04% -0.14 0.10% 0.41 

5 0.03% 0.10 -0.13% -0.61 

6 0.13% 0.48 -0.39%* -1.78 

7 -0.14% -0.53 -0.44%** -1.98 

8 -0.15% -0.57 0.05% 0.21 

9 0.07% 0.28 -0.21% -1.02 

10 0.17% 0.65 0.19% 0.81 
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Full Sample 

Event Window CARs% t-Statistic CARs% t-Statistic 

CAR (-10 -1) -0.46% -0.56 -0.52% -0.81 

CAR (+1+10) 0.53% 0.64 -0.27% -0.30 

CAR (-5 -1) 0.47% 0.80 0.10% 0.18 

CAR (+1 +5) 0.45% 0.77 0.53% 1.06 

CAR (-1 +1) 0.91%** 2.01 1.27% 1.24 

CAR (-1 0) 0.68%* 1.82 1.28% 1.39 

Note: * indicates a significant difference from zero at the 10% level, ** indicates a significant 

difference from zero at the 5% level, *** indicates a significant difference from zero at the 1% 

level. 

In particular, throughout the days that precede the dividend announcement, an ab-

normal activity is observed, however it seems to be statistically insignificant. Moreo-

ver, on the event day (t=0) a positive market reaction of 0.83% statistically significant 

at the 1% level (3.18) is tracked. The positive market reaction on the announcement 

day is also confirmed by the market adjusted model which results in an abnormal re-

turn of 1.1% statistically significant at the 1% level. Subsequent to the announcement 

day, the observed abnormal activity appears to be statistically insignificant. With re-

spect to cumulative abnormal returns, the cumulative abnormal activity between day -

1 and +1 is equal to 0.91% significant at the 5% level. Consequently, the conclusion 

that is drawn is that on average the Greek stock market demonstrates a significant re-

sponse to dividend announcements, a fact that is consistent with Dasilas and Leventis’ 

findings (2011). Furthermore, by observing the how quick the stock price is adjusted to 

new information, it is easily induced that the market’s response is considered immedi-

ate without any lags. More specifically, cumulative abnormal returns (CAR-10,-1 and 

CAR-5.-1) prior to the dividend announcement date does not provide any support to 

early price adjustment. Similarly, insignificant cumulative abnormal returns (CAR+1.+10 

and CAR+1.+5) are also observed subsequent to the event day. As a result, the Greek 

stock market seems to react quickly and efficiently to the announcements of cash divi-

dend distribution. 
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6.1.1 Dividend Increase 

Table 3 exhibits the average and cumulative abnormal returns for the sample of 

92 dividend increase announcements. According to the output, during the period pre-

cede and subsequent to the announcement day, abnormal returns appear mostly in-

significant and random. On the other hand, the average abnormal returns on the an-

nouncement day appear significant at the 1% level (4.30) and equal to 1.58% based on 

market model and 1.15% statistically significant at the 5% level based on the market 

adjusted model which constitutes the highest return throughout the event window 

confirmed by both methods. Regarding the aggregate abnormal activity, the cumula-

tive abnormal return for the three days and two days around the announcement day 

equals to 1.75% statistically significant at the 1% level and 1.77% statistically significant 

at the 1% level, respectively based on the market model. The Market adjusted model 

also confirmed the positive cumulative abnormal activity around the event day. In par-

ticular, the three-day and the two-day windows exhibit a cumulative abnormal return 

equal to 2.15% (significant at 1% level) and 1.50% (significant at the 5% level), respec-

tively. These results clearly indicate that the distribution of a higher cash dividend 

compared to the previous financial year convey good news to the market leading to 

positive stock price reaction. 

 

Graph 4:  Average and aggregate abnormal returns with Market Model 
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Graph 5: Average and aggregate abnormal returns with Market Adjusted Model 

 

Table 3: Average daily abnormal returns and cumulative returns for the sample of dividend increase an-

nouncements 

Dividend Increase Market Model Market-Adjusted 

Days ARs% t-Statistic ARs% t-Statistic 

-10 0.11% 0.31 -0.15% -0.35 

-9 -0.003% -0.01 0.05% 0.12 

-8 -0.52% -1.41 0.01% 0.02 

-7 -0.49% -1.33 -0.01% -0.03 

-6 0.02% 0.07 0.06% 0.19 

-5 0.17% 0.47 -038% -1.21 

-4 0.01% 0.03 -0.16% -0.38 

-3 0.17% 0.45 0.27% 0.69 

-2 0.30% 0.82 0.70%* 1.80 

-1 0.19% 0.53 0.34% 0.69 

0 1.58%*** 4.30 1.15%** 2.45 

1 -0.02% -0.06 0.65% 0.97 

2 0.30% 0.83 0.29% 0.51 

3 -0.05% -0.14 0.63% 1.65 

4 -0.09% -0.26 0.39% 0.96 

5 -0.07% -0.19 -0.20% -0.58 

6 0.16% 0.45 -0.13% -0.35 

7 -0.08% -0.21 -0.02% -0.04 

8 0.17% 0.45 0.11% 0.26 

9 -0.16% -0.44 -0.20% -0.62 

10 0.18% 0.49 0.32% 0.79 
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Dividend Increase 

Event Window CARs% t-Statistic CARs% t-Statistic 

CAR (-10 -1) -0.03% -0.02 0.73% 0.76 

CAR (+1 +10) 0.34% 0.29 1.86%* 1.82 

CAR (-5 -1) 0.84% 1.03 0.77% 0.81 

CAR (+1 +5) 0.07% 0.08 1.77%** 2.29 

CAR (-1 +1) 1.75%*** 2.75 2.15%*** 3.04 

CAR (-1 0) 1.77%*** 3.42 1.50%* 1.85 

Note: * indicates a significant difference from zero at the 10% level, ** indicates a significant 

difference from zero at the 5% level, *** indicates a significant difference from zero at the 1% 

level. 
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6.1.2 Dividend Decrease 

Table 4 below presents the empirical results for the sample of 124 decrease 

announcements. According to the dividend signaling hypothesis, an announcement 

that contains a dividend decrease convey bad news to the market a fact that can trig-

ger negative abnormal activity. In the sample under investigation, the abnormal activi-

ty precede the event announcement risen from both methods appears to be insignifi-

cant and random. On the announcement day, despite the insignificance of the abnor-

mal activity, positive abnormal returns are noted. The expected negative abnormal ac-

tivity is observed on the day after the announcement (day 1). In particular, according 

to the market adjusted model the market reaction is equal to -0.71% statistically signif-

icant at the 10% level. This implies that in dividend cut announcements the market un-

derreacts to this information. The period after the dividend announcement exhibits 

insignificant and random abnormal activity. 

 

Graph 6: Average and aggregate abnormal returns with Market Model 
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Graph 7: Average and aggregate abnormal returns with Market Adjusted Model 

 

Table  4: Average daily abnormal returns and cumulative returns for the sample of dividend decrease 

announcements. 

Dividend Decrease Market Model Market Adjusted 

Days ARs% t-Statistic ARs% t-Statistic 

-10 0.16% 0.53 0.30% 0.87 

-9 -0.41% -1.32 -0.67% -2.57 

-8 -0.04% -0.13 0.21% 0.79 

-7 -0.57%* -1.84 -0.32% -1.10 

-6 -0.14% -0.44 0.06% 0.21 

-5 0.08% 0.26 -0.01% -0.04 

-4 0.32% 1.02 0.26% 0.78 

-3 0.09% 0.31 -0.47% -1.55 

-2 0.33% 1.05 0.35% 1.29 

-1 0.18% 0.57 0.30% 1.05 

0 0.51% 1.66 0.53% 0.89 

1 -0.24% -0.77 -0.71%* -1.83 

2 -0.11% -0.35 0.49% 1.18 

3 0.31% 1.01 0.36% 1.22 

4 -0.16% -0.52 -0.21% -0.71 

5 0.18% 0.60 0.03% 0.09 

6 -0.10% -0.32 -0.24% -0.87 

7 -0.23% -0.74 -0.28% -1.10 

8 0.05% 0.17 0.55%* 1.68 

9 0.20% 0.66 -0.04% -0.12 

10 0.02% 0.07 0.04% 0.15 
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Dividend Decrease 

Event Window CARs% t-Statistic CARs% t-Statistic 

CAR (-10 -1) -0.001% -0.001 0.01% 0.004 

CAR (+1 +10) -0.06% -0.06 -0.01% -0.01 

CAR (-5 -1) 0.99% 1.43 0.43% 0.57 

CAR (+1 +5) -0.01% -0.02 -0.04% -0.04 

CAR (-1 +1) 0.45% 0.84 0.12% 0.14 

CAR (-1 0) 0.69% 1.57 0.82%*** 3.60 

Note: * indicates a significant difference from zero at the 10% level, ** indicates a significant 

difference from zero at the 5% level, *** indicates a significant difference from zero at the 1% 

level. 
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6.1.3 Constant dividend 

According to the pertinent literature, a firm paying a dividend equal to those of 

the previous financial year does not signal new information to the market and thus ab-

normal returns are expected to be insignificant. Table 5 demonstrates average abnor-

mal returns around the announcement day for the sample of firms that did not change 

their dividend payment between successive years. Abnormal returns in the period pri-

or to the announcement are mostly insignificant and fluctuate randomly. A positive 

market response is observed on the announcement day equal to 1.33% statistically 

significant at the 10% level and 1.97% statistically significant at the 5% level based on 

the market model and market adjusted model, respectively. The period subsequent 

the announcement date does not exhibit any significant abnormal activity. The fact 

that the market responds positively to constant dividend payout policies is not con-

sistent with prior studies. However, such a fact may imply that investors receive con-

stant dividend policies as a token of stability and consistency for the firm, given that 

the period under investigation was characterized by financial turmoil, bankruptcies 

and decreased turnovers for the majority of Greek listed firms.   

 

Graph 8: Average and aggregate abnormal returns with Market Model 
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Graph 9: Average and aggregate abnormal returns with Market Adjusted Model 

 

Table 5: Average daily abnormal returns and cumulative returns for the sample of constant dividend an-

nouncements 

Constant Dividend Market Model Market-Adjusted 

Days ARs% t-Statistic ARs% t-Statistic 

-10 -0.39% -0.85 -0.20% -0.39 

-9 -0.67% -1.46 0.27% 0.46 

-8 -0.87%* -1.88 -1.25% -1.48 

-7 -0.23% -0.50 0.21% 0.27 

-6 0.44% 0.96 0.03% 0.04 

-5 -0.79%* -1.72 -0.73% -0.98 

-4 0.99%** 2.16 0.41% 0.57 

-3 -0.19% -0.42 -0.01% -0.01 

-2 -0.28% -0.60 -0.70% -1.28 

-1 -1.36%*** -2.96 -1.39%* -1.70 

0 1.33%*** 2.90 1.97%** 2.56 

1 0.90%* 1.96 0.90% 1.31 

2 0.12% 0.27 -0.23% -0.59 

3 0.14% 0.30 0.60% 0.99 

4 0.34% 0.74 0.60% 0.76 

5 -0.17% -0.37 -0.01% -0.01 

6 0.79%* 1.71 -0.77% -1.11 

7 -0.20% -0.44 -0.76% -1.07 

8 -0.90%* -1.96 -0.82% -1.33 

9 0.21% 0.46 -0.50% -0.79 

10 0.51% 1.10 1.18% 1.34 
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Constant Dividend 

Event Window CARs% t-Statistic CARs% t-Statistic 

CAR (-10 -1) -3.34%** -2.30 -3.35% -1.65 

CAR (+1 +10) 1.73% 1.19 0.20% 0.08 

CAR (-5 -1) -1.61% -1.58 -2.41% -1.55 

CAR (+1 +5) 1.33% 1.29 1.87%* 1.78 

CAR (-1 +1) 0.87% 1.10 1.49% 0.50 

CAR (-1 0) -0.03% -0.04 0.59% 0.18 

Note: * indicates a significant difference from zero at the 10% level, ** indicates a significant 

difference from zero at the 5% level, *** indicates a significant difference from zero at the 1% 

level. 

 

Taking into consideration that the Greek Corporate Law determines that a min-

imum dividend payment must be distributed, the market response to dividend an-

nouncements is re-examined dividing the entire sample into firms that paid a dividend 

above the minimum required and firms that distributed an amount below the mini-

mum required. Having adopted this method, 142 events have been identified with a 

dividend above the minimum and 106 events with a dividend below the minimum re-

quired. 

Table 6 demonstrates that firms announcing a dividend above the minimum 

required experience positive abnormal returns of 0.68% statistically significant at the 

5% level (2.2). Furthermore, the cumulative abnormal returns around the dividend an-

nouncement day are also positive, but mostly insignificant. In comparison with divi-

dend increases computed using the naïve model; it is observed that the reaction using 

the market-adjusted model is greater in magnitude and more significant than the reac-

tion computed using the minimum benchmark. The period subsequent to the an-

nouncement day does not exhibit any significant response. The results of the sample of 

dividend above minimum are in line with those of Dasilas and Leventis (2011). 
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Table  6: Average daily returns and cumulative returns for the sample of dividends above the minimum 

required. 

Higher than minimum Market Model Market-Adjusted 
Days ARs% t-Statistic ARs% t-Statistic 

-10 0.22% 0.70 0.45% 1.41 

-9 -0.42% -1.34 -0.20% -0.68 

-8 -0.48% -1.54 -0.31% -0.93 

-7 -0.43% -1.37 0.19% 0.41 

-6 0.20% 0.63 0.11% 0.36 

-5 0.07% 0.23 -0.40% -1.53 

-4 0.10% 0.30 -0.13% -0.36 

-3 0.19% 0.60 -0.19% -0.63 

-2 0.26% 0.83 0.45% 1.60 

-1 -0.27% -0.86 -0.23% -0.59 

0 0.68%** 2.20 0.72% 1.61 

1 0.08% 0.26 0.14% 0.28 

2 0.17% 0.53 -0.28% -0.52 

3 0.09% 0.28 0.25% 0.78 

4 -0.07% -0.21 0.06% 0.17 

5 -0.23% -0.73 -0.32% -1.10 

6 0.16% 0.53 -0.27% -0.10 

7 0.06% 0.19 0.06% 0.18 

8 0.03% 0.09 0.31% 0.90 

9 -0.15% -0.47 -0.29% -1.05 

10 0.15% 0.49 0.22% 0.68 

 

Event Window CARs% t-Statistic CARs% t-Statistic 

CAR (-10 -1) -0.56% -0.57 -0.27% -0.28 

CAR (+1 +10) 0.30% 0.31 -0.12% -0.15 

CAR (-5 -1) 0.34% 0.49 -0.50% -0.70 

CAR (+1 +5) 0.30% 0.31 -0.14% -0.24 

CAR (-1 +1) 0.50% 0.92 0.63% 0.77 

CAR (-1 0) 0.42% 0.94 0.49% 0.52 

Note: * indicates a significant difference from zero at the 10% level, ** indicates a significant 

difference from zero at the 5% level, *** indicates a significant difference from zero at the 1% 

level. 
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Table 7 displays share price reaction of the sample of firms that announced a 

dividend distribution below the minimum required by the law. The results appeared to 

be quite surprising and different compared to the results risen using the naïve model. 

In particular, both the market model and market adjusted indicate that the market re-

acts positively on the announcement day providing an abnormal return equal to 1.02% 

and 1.49%, respectively both statistically significant at the 1% level (3.12 and 3.78, re-

spectively). During the period before the event day, abnormal returns are mainly nega-

tive but most of the times insignificant and fluctuate randomly. The cumulative ab-

normal return for the two days around the event date (days -1 and 0) using both the 

market model and market adjusted demonstrates a positive stock price reaction of 

1.01% statistically significant at the 5% level and 1.86% statistically significant at the 

1% level, respectively. The cumulative abnormal return of three days around the an-

nouncement date is positive and equal to 1.46% statistically significant at the 1% level 

based on the market model and equal to 2.24% statistically significant at the 5% level 

based on the market adjusted model. 

The results are not consistent with those using the naïve model. According to 

the naïve model, after the announcement of a dividend decreased compared to the 

previous financial year the market is expected to response negatively even if this re-

sponse occurs the next day. However, the minimum dividend as a benchmark for split-

ting the entire sample may not provide us with similar results to those of the naïve 

model. Given that the identification of a dividend cut depends on the earnings and the 

share capital, a dividend distribution below the minimum required by the law may not 

be lower than those of the previous financial year and as a result this fact cannot be 

considered bad news for the market.  
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Table  7: Average daily returns and cumulative returns for the sample of dividends below the minimum 

required. 

Lower than minimum Market Model Market Adjusted 

Days ARs% t-Statistic ARs% t-Statistic 

-10 0.03% 0.10 -0.10%** -2.38 

-9 -0.11% -0.35 -0.35% -1.04 

-8 -0.16% -0.47 0.25% 0.81 

-7 -0.62%* -1.90 -0.51% -1.33 

-6 -0.10% -0.30 -0.07% -0.23 

-5 0.01% 0.02 -0.07% -0.25 

-4 0.54% 1.64 0.29% 0.87 

-3 -0.04% -0.11 -0.21% -0.62 

-2 0.13% 0.38 0.18% 0.56 

-1 -0.01% -0.03 0.38% 1.28 

0 1.02%*** 3.12 1.49%*** 3.78 

1 0.45% 1.37 0.38% 1.02 

2 -0.08% -0.25 0.40% 0.97 

3 0.29% 0.88 0.74%*** 2.79 

4 -0.001% -0.004 0.12% 0.31 

5 0.37% 1.13 0.13% 0.43 

6 0.04% 0.11 -0.57% -1.54 

7 -0.40% -1.23 -0.92%*** -2.93 

8 -0.40% -1.21 -0.29% -0.76 

9 0.37% 1.13 0.02% 0.05 

10 0.20% 0.61 0.15% 0.43 

 

Event Window CARs% t-Statistic CARs% t-Statistic 

CAR (-10 -1) -0.33% -0.32 -1.10% -0.82 

CAR (+1 +10) 0.83% 0.80 0.15% 0.10 

CAR (-5 -1) 0.62% 0.85 0.57% 1.03 

CAR (+1 +5) 1.02% 1.40 1.76%*** 3.07 

CAR (-1 +1) 1.46%*** 2.57 2.24%** 2.03 

CAR (-1 0) 1.01%** 2.18 1.86%* 1.68 

Note: * indicates a significant difference from zero at the 10% level, ** indicates a significant 

difference from zero at the 5% level, *** indicates a significant difference from zero at the 1% 

level. 
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6.2 Regression Analysis 

In order to identify the determinants of stock price reaction to dividend an-

nouncements, four cross-sectional regressions are run. 

Similar to Dasilas and Leventis (2011) dependent variable is the cumulative ab-

normal returns on the three-day event period (CAR-1.+1). Subsequently, the independ-

ent variables are defined: 

 The systematic risk of each firm measured by the Beta coefficient. The system-

atic risk was estimated using data in the estimation window period (-250, -11). 

 Dividend Yield that is actually a component of the total return that an investor 

expects to receive from their investment. Dividend Yield is calculated as the ra-

tio of the annual dividend over the closing stock price of the firm one day prior 

to the event day. 

 The size of each company estimated by multiplying the number of shares out-

standing with the closing stock price of the firm one day before the event day. 

 The percentage change in dividend between the current dividend and the divi-

dend of the previous financial year. 

 A dummy variable that takes indicating whether the firm’s dividend payment 

was above or below the minimum dividend required by the law. 

 Additional five dummy variables were included aiming to capture possible year 

effects.  

Consequently, the regression model is equal to: 

CAR-1.+1=c+a1Betai+a2Dividend Yieldi+a3Sizei+a4%ΔDi+a5Dummy Variablei+bYearsi+εi (9) 

Table 8 below exhibits the output from the regression analysis. According to 

the regression output the most significant drivers of abnormal returns appeared 

the dividend Yield and the dividend Dummy variable. Dividend yield’s coefficient is 

positive and statistically significant at the 1% level (2.81), while the coefficient of 

the dividend dummy variable is negative and statistically significant at the 1% level 

(-2.73) indicating that a dividend payment above or below the minimum required 

can trigger excess returns due to its information content. Consequently, Corporate 

Law 2190/1920 is deemed a crucial tool for the management team of a listed firm 

for the determination of the dividend strategy. The rest of variables appeared to 
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have no significant explanatory power. The results are similar and in line with those 

of Dasilas and Leventis (2011). 

 

Table  8: Regression Analysis of abnormal returns on dividend announcement dates. 

Variable Coefficients t-Statistic 

Intercept 0.01 0.50 

Beta -0.004 -0.43 

Dividend Yield 0.14*** 2.81 

Size -0.004 -0.87 

Percentage Dividend Change 0.002 0.72 

 Dividend Dummy Variable -0.02*** -2.73 

Year Dummies Yes  

Adjusted R-squared 0.05 

F-Statistic 2.42** 

Number of Observations 248 

Note: * indicates a significant difference from zero at the 10% level, ** indicates a significant 

difference from zero at the 5% level, *** indicates a significant difference from zero at the 1% 

level. 
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Chapter 7: Conclusions 

In line with the dividend information content theory this study intended to 

investigate the market reaction to dividend change announcements for a sample of 

listed firms on the Athens Stock Exchange. 

The total sample consisted of 248 dividend announcements that occurred be-

tween January 2009 and December 2014. The entire sample was further divided 

based on the classical naïve model into three main categories: dividend increase, div-

idend decrease and constant dividend. Subsequently, in addition to the naïve model, 

a particular approach adjusted to the idiosyncrasies of the Greek capital market was 

employed in order to identify dividend change announcements. Therefore, the entire 

sample was also divided based on the minimum required dividend distribution by 

the law into two categories: firms that announced a cash dividend above the mini-

mum required and firms that announced a cash dividend distribution below the 

mandated by the law. 

Using the standard event study methodology, abnormal returns around the 

dividend announcement day were estimated. The findings of the study propose that 

announcements of dividend changes convey valuable information to the market. 

More specifically, in line with prior literature, firms that declared an increase in their 

dividend payout policy had experienced positive and statistically significant abnormal 

returns. As a result, the null hypothesis on insignificant abnormal returns was reject-

ed. Similarly, dividend decrease announcements brought about a significant negative 

stock price response mainly one day subsequent to the event day. Surprisingly, the 

results of the sample of constant dividend announcements appeared to elicit posi-

tive and significant abnormal returns around the announcement day. In particular, 

positive abnormal returns were observed on the announcement day  indicating that 

investors perceive constant dividend policy as an indication of stability given the cur-

rent unstable economic conditions of Greece. 

The empirical evidence provided by this study may have significant practical 

implications for market participants in the Greek capital market. More specifically, 

the evidence that changes in the dividend policy of a firm trigger significant abnor-
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mal returns is valuable for both investors who can take advantage of this information 

and trade around the dividend announcement dates and managers of Greek listed 

firms who decide upon the dividend policy of the firm.  

During the research a number of limitations had to be overcome. The most 

significant was the lack of an official database that records the date of dividend an-

nouncements in Greece. Consequently, the dates of dividend announcements were 

manually collected by searching daily financial press releases from the Athens Stock 

Exchange’s website. This resulted in missing data. In addition, given the absence of 

any reference in dividend distribution from a number of companies, the date of an-

nual report release was arbitrarily defined as the event day, a fact that can give no 

robust results. 

Further research should be directed to the examination of stock price reac-

tion of listed firms that announced a capital return distribution to reward their 

shareholders instead of an ordinary cash dividend distribution. Furthermore, the re-

lationship between the current dividend payout and future earnings performance 

merits new empirical investigation. 
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