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1 Summary

1.1 The Paper

Grullon and Michaely (2002) ask whether U.S. corporations substitute share repurchases for div-
idends. Using Compustat data from 1972 to 2000, they estimate firm-level Lintner (1956) divi-
dend models and find that dividend forecast errors correlate negatively with repurchase yield.
Fama-MacBeth regressions confirm the correlation after controlling for size, profitability, earnings
volatility, nonoperating income, and leverage. The paper also documents that repurchasing firms
face less negative market reactions to dividend cuts and that repurchase activity increased sharply
after SEC Rule 10b-18 (1982).

1.2 Replication Findings

The replication is partial. The Fama-MacBeth coefficient of repurchase yield (RYIELD) on the
dividend forecast error (ERROR) stays negative under both preforecast designs, —0.00589 (W =
2.64) for 1973-1983 and —0.00869 (W = 7.13) for 1973-1990, against the paper’s —0.01312 (W =
11.44) and —0.01766 (W = 14.50). Only the longer preforecast design remains significant. Out-of-
sample estimates from adjacent cohorts over 2001-2024 are small and insignificant.

2 Data
The paper uses Compustat Industrial files (Full-Coverage, Primary, Secondary, Tertiary, Research,

and Back Files) for 1972-2000. We draw the same variables from the current WRDS Compustat
annual fundamentals table (comp.funda). The paper reports 134,646 firm-year observations and
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15,843 firms, while our sample contains 149,278 firm-years and 18,213 firms. The 11% excess in
firm-years follows from the broader historical coverage of the current Compustat file relative to
the vintage available in 2002.

We exclude banks, utilities, and insurance companies using SIC codes 6000-6999 and 4900-
4949. We require non-missing earnings (Compustat ib), market value (prcc_f X csho), dividends
(dvc), and repurchases (prstkc minus reductions in preferred stock redemption value pstkrv).
All merges occur within Compustat on gvkey and fyear. The target table needs no CRSP data.

3 Methodology

The dependent variable is the scaled dividend forecast error:
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where the B coefficients come from a firm-level OLS regression of ADIV on EARN and lagged
DIV over a preforecast period. The sample keeps only firms that paid dividends continuously
throughout the preforecast period, and drops observations with |[ERROR| > 5%.

Table VI regresses ERROR on RYIELD (repurchase expenditure over lagged market value),
log(MV), ROA, ¢(ROA), NOPER, and DEBT using the Fama-MacBeth method. We average the
year-by-year cross-sectional coefficients and compute standard errors with the Hansen-Hodrick
correction. RYIELD, NOPER, and DEBT are truncated at the 99th percentile, and ROA at the 1st
and 99th percentiles.

Implementation details. Firms must pay dividends in every year of the preforecast period, all
lags must come from consecutive fiscal years, c(ROA) requires all three surrounding years, and
tail observations are removed at the stated cutoffs. Hansen—Hodrick uses a rectangular kernel
with one annual lag. The lag order is inferred because the paper does not report it.



4 Results

4.1 Table VI: Fama-MacBeth Regressions

Table 1: Cross-Sectional Regressions of Dividend Forecast Error on Several Factors

Preforecast 1973-1983 Preforecast 1973-1990
Replication Paper Replication Paper
Intercept  —0.00078  —0.00001  —0.00458 —0.00397
(0.85) (0.00) (52.43) (75.01)
RYIELD —0.00589  —0.01312  —0.00869 —0.01766
(2.64) (11.44) (7.13) (14.50)
log(MV) 0.00043 0.00027 0.00064 0.00042
(11.61) (9.57) (43.86) (29.19)
ROA —0.00935 —0.00894  —0.00155 0.00033
(15.47) (37.62) (0.18) (0.03)
c(ROA) —0.00163  —0.00228  —0.00069 0.00419
(0.10) (0.25) (0.02) (0.23)
NOPER —0.01393 0.02358 —0.01189 0.02488
(2.77) (8.17) (0.65) (2.33)
DEBT —0.00338  —0.00158  —0.00162 0.00060
(15.93) (7.56) (8.51) (0.66)
N 10,184 9,521 4,001 4,116
T (years) 17 17 10 10

Wald statistics in parentheses. Fama-MacBeth with Hansen—-Hodrick SEs.
The RYIELD sign matches in both columns, but the first coefficient is not statistically significant.

The log(MV) coefficient stays positive and significant, while NOPER turns negative rather than
positive. Our sample sizes track the paper’s related Table V counts closely.

4.2 Out-of-Sample Test (2001-2024)

Table 2: Out-of-Sample Fama-MacBeth Results (2001-2024)
Preforecast 1990-2000 Preforecast 1983-2000

RYIELD 0.00319 —0.00147
(t =0.57) (t = —0.23)

log(MV) 0.00068 0.00040
(t =7.83) (t =5.31)

ROA 0.00160 0.00058
(t = 0.68) (t =048)

N 9,025 6,383

T (years) 24 24

Adjacent preforecast cohorts. Hansen-Hodrick SEs.

Neither adjacent-cohort RYIELD estimate is statistically significant, and the shorter preforecast
design reverses sign. The substitution result is therefore not confirmed in 2001-2024.



