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Does the timing of dividend reductions signal value?

Empirical evidence
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4.Conclusion

This paper examines firm dividend reduction timing relative to other dividend reductions in the
same industry, indicating that the timing of dividend reductions is informative for firm valuation.
Empirical tests show that during a recession early dividend reducers significantly outperform late
reducers in announcement day and recession duration CARs. The results also show that early
dividend-reducing firms outside of a recession have significantly lower industry contraction cycle
returns than late dividend reducers. Additionally, I show that early dividend reductions during periods
of costly external financing have significantly higher announcement day and contraction cycle returns
than early dividend reductions outside of a recession. Lastly, all the results are robust to several
potential selection issues, further indicating that early dividend reductions are a more positive signal
during a recession and a negative one outside of a recession.
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