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Abstract  

We analyse the tax systems in the OECD member countries and their impact on 
dividend distributions. We find that the dividend payout is monotonically distributed 
across tax regimes as firms in double taxation (classical) tax system countries have 
significantly lower payouts than companies in partial-imputation system countries, 
while firms in the full imputation system pay the highest payouts. Our results hold 
when we control for the other fundamental determinants of dividends through the 
Lintner’s model and the actual payout ratio. In particular, we show that speed of 
adjustment and target payout ratio are significantly higher in the full or partial taxation 
system compared to double taxation system. Overall, we report that the type of 
dividend tax system affect the size of dividend payout while the tax rate differential 
between dividends and capital gain affect the discrete decision whether to pay, 
initialize, increase, cut and omit dividends. 
 

 

JEL Classification:    G18, G35, H24 
Keywords: Payout Policy, Double Taxation, OECD, Personal Income Tax. Imputation 
System, Integration System. 
 
 
First Draft:  August 30, 2007 
This Draft: January 9, 2008 
 
 

 
* Corresponding authors: Tel: +966 3 860 1626, Fax: +966 3 860 2077, 
Email:mfaraj@kfupm.edu.sa. Lasfer (m.a.lasfer@city.ac.uk). We thank seminar 
participants at Cass Business School. This work started when AlZahrani visited Cass 
Business School. He thanks Cass for the hospitality and support and acknowledges the 
summer research grant from the British Council and support from King Fahd 
University of Petroleum & Minerals.  


