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Do Firms Manage Earnings to Cater to
Investors’ Preference for Dividends?
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This paper examines whether firms manage earnings to cater to investors’
preference for dividends. Daniel, Denis, and Lalitha (2008) indicate that firms
manage earnings to meet dividend thresholds. We further analyze the subsample
of firms’ paying dividends and find that earning management and meeting
dividend threshold are not positively correlated as usual in the subsample.
Moreover, earning management and investors’ dividend preference are still
consistently positively correlated in our analysis. Our study shows that in
addition to the possibility that firms manage earnings for meeting dividend
thresholds, dividend catering should be a vital factor that contributes to firms’

earning management.
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