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This report was generated autonomously by an AI replication pipeline for the “Does Empirical Finance
Replicate?” project. It documents one attempt to reproduce the paper’s main analysis from the data and
methods described below. Individual replications may contain mistakes. Treat the numbers as estimates
to be checked, not as a verdict on the original paper. Original article: doi:10.1016/j.jfineco.2005.07.005.

1 Summary

1.1 The Paper

DeAngelo, DeAngelo and Stulz test a life-cycle theory of dividends. They ask whether the proba-
bility a firm pays dividends rises with the share of its equity that is earned rather than contributed,
measured by retained earnings over total common equity (RE/TE) and over total assets (RE/TA).
Using NYSE, Amex and Nasdaq industrial firms in CRSP/Compustat over 1973–2002, they esti-
mate Fama–MacBeth annual logits of the pay/no-pay decision. RE/TE and RE/TA enter posi-
tively and with high significance in every specification, and their quantitative impact exceeds that
of profitability and growth. The specifications control for profitability, growth, size, total equity,
cash and dividend history.

1.2 Replication Findings

The headline result replicates exactly. The coefficient on RE/TE in the main logit (Table 4) matches
the paper across all ten columns in sign, significance and magnitude, for example 2.33 (t=12.54)
against the paper’s 2.29 (t=12.77) in the core specification. All controls match, the Table 1 descrip-
tive medians reproduce to three decimals, and the sample size lands within four percent. Out
of sample over 2003–2024, RE/TE stays positive and highly significant in all ten columns, 0.30
(t=4.87) in the core specification. The life-cycle relation therefore holds in direction and signifi-
cance after 2002, though its economic magnitude shrinks sharply.
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2 Data

The paper and this replication both draw on CRSP and Compustat alone. Compustat North
America annual fundamentals (comp.funda, INDL/STD/D/C records) supply retained earnings
(re), common equity (ceq), total assets (at), income before extraordinary items (ib), interest ex-
pense (xint), deferred taxes (txdi), sales (sale), common dividends (dvc) and cash (che). The
CRSP monthly stock file (crsp.msf) supplies price and shares for market value of equity, and
the CRSP names file (crsp.msenames) supplies share codes, exchange codes and SIC codes. The
CRSP/Compustat merged link history (crsp.ccmxpf lnkhist) joins gvkey to permno.

The universe is U.S.-incorporated (fic=USA) industrial firms, defined as SIC codes outside
4900–4949 and 6000–6999, listed on NYSE, Amex or Nasdaq (exchange codes 1/2/3) with CRSP
share codes 10 or 11 and non-missing dividends and earnings. The in-sample period runs from
1973 to 2002 and the out-of-sample period from 2003 to 2024. The final in-sample panel holds
about 3,708 firm-years per year (median 1,326 payers and 2,870 nonpayers), against the paper’s
1,348 and 3,015. No substitutions were required.

3 Methodology

The dependent variable is an indicator equal to one when common dividends are positive, Payer =
1[dvc > 0]. The earned/contributed mix is RE/TE = re/ceq (computed only where ceq > 0),
TE/TA = ceq/at, profitability is ROA = (ib + xint + txdi)/at, growth is the sales growth
rate SGR, cash is che/at, and size (NYE) is the firm’s percentile in the NYSE-only distribution of
market equity that year. Lagged variables use the immediately preceding fiscal year.

Following the paper, I estimate a separate cross-sectional logit for each of the 30 sample years,
collect the yearly coefficients, and report their time-series mean with a Fama–MacBeth t-statistic
equal to the mean divided by the standard error of the 30 estimates, unadjusted for serial correla-
tion. The reported pseudo-R2 is the mean of the annual McFadden values.

Key differences from the paper. Three choices are minor. ROA sets deferred taxes to zero
when missing. The M/B control, used only in unreported size and growth variants, is divided by
the annual mean M/B. Market equity is measured at the fiscal-year-end month. None of the three
affects the target table. The single visible gap is the pseudo-R2 in the lagged-dividend specifica-
tions, where my McFadden value (about 74 percent) exceeds the paper’s reported 60 percent. The
near-deterministic lagged-dividend indicator inflates McFadden’s measure relative to a rescaled
(Nagelkerke) pseudo-R2, so this is a reporting convention rather than a model difference, and all
coefficients and t-statistics match.

4 Results

4.1 Table 4: the decision to pay dividends

Table 1 places the RE/TE coefficient from my replication beside the paper’s for all ten columns
of Table 4. The match is essentially exact. Every coefficient carries the predicted positive sign
and high significance. In the core specification (column 2) RE/TE is 2.33 (t=12.54) against 2.29
(t=12.77). Adding the lagged-dividend indicator (columns 5–8) compresses RE/TE toward 0.8
in both the paper and the replication, because the indicator absorbs most of the persistent cross-
sectional variation, yet RE/TE stays significant at better than the one-percent level throughout.
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Table 1: Coefficient on RE/TE across the ten columns of Table 4. Fama–MacBeth average coefficients with
t-statistics in parentheses, computed from 30 annual logits over 1973–2002. Dependent variable is an indi-
cator for positive common dividends.

Column (1) (2) (3) (4) (5) (6) (7) (8) (9) (10)

Paper 2.31 2.29 2.25 2.23 0.81 0.78 0.80 0.76 2.26 0.73
(12.34) (12.77) (11.75) (12.14) (6.37) (6.54) (6.39) (6.39) (12.59) (6.24)

Mine 2.35 2.33 2.30 2.28 0.87 0.85 0.86 0.83 2.30 0.79
(12.16) (12.54) (11.68) (11.97) (6.76) (6.93) (6.78) (6.79) (12.31) (6.59)

Estimation: annual logit, Fama–MacBeth t-stats (unadjusted). N ≈ 3,708 firm-years/year, 30 years. No clustering (FM
time-series inference).

Controls match as well. In column 2 profitability is 1.98 (t=8.86) against 1.86 (t=9.20), sales
growth is −0.85 (t=−9.88) against −0.80 (t=−10.12), and size is 3.38 (t=24.04) against 3.51 (t=22.65).
Cash holdings enter negatively and significantly (column 4, −1.66, t = −10.1, against −1.76, t
= −11.3 in the paper), and the lagged-dividend indicator dominates with coefficients near 5.4 in
both. The small residual gaps reflect Compustat restatements and CCM link revisions accumu-
lated since 2006 rather than methodological divergence.

4.2 Table 1: descriptive validation

Before estimating I matched the Table 1 medians, computed as the median across years of the an-
nual payer and nonpayer medians. RE/TE is 0.750 for payers and 0.049 for nonpayers against the
paper’s 0.748 and 0.037, RE/TA is 0.341 against 0.341 for payers, NYE is 0.360 against 0.362, and
cash over assets is 0.053 against 0.052. This near-exact agreement validated the sample construc-
tion before any regression.

4.3 Out-of-sample test, 2003–2024

Re-estimating the identical specification over 2003–2024 confirms the finding. RE/TE stays posi-
tive and significant in all ten columns, 0.30 (t=4.87) in column 2 and 0.05 (t=3.93) in column 8. Prof-
itability stays positive, growth negative, size positive and the lagged-dividend indicator strongly
positive, all significant. The coefficient on RE/TE is roughly one-eighth its in-sample size. The
shrinkage tracks the post-2002 payout environment, in which the 2003 dividend tax cut spurred
a dividend resurgence concentrated among large mature firms while the listed population stayed
heavy with young negative-retained-earnings firms whose pay probability is already near zero.
The life-cycle mechanism survives out of sample in direction and significance, attenuated in mag-
nitude.
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