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1: What is signaling? Definition and meaning - Market Business News
signaling hypothesis in a setting where use of dividends to signal is particularly costly to the firm. Spence () argues the
cost of sending an economic signal determines its.

Conservation was not high on the list. Instead, many of the respondents conceded the car "makes a statement
about me". This finding indicates that individuals might often choose to engage in responsible behavior partly
to assert their status. Indeed, consistent with this possibility, when the perceived important of status increases,
individuals are often more inclined to prefer products the preserve the environment e. Costly signaling theory
can explain these observations see Miller, , Zahavi, To clarify, only individuals who are elevated in status
have usually acquired the capacity, resources, money, time, and influence to behave altruistically. Only
wealthy people, for example, can afford to donate large sums of money. Thus, if someone behaves
altruistically, this person is perceived as elevated in status. This person is more likely to be respected and even
trusted. That is, when individuals engage in altruistic acts, they sacrifice their personal interests, like money or
time. They, therefore, engage in acts that seem to reduce the likelihood they will survive or reproduce.
According to the theory of natural selection, behaviors that decrease the probability that individuals will
survive or reproduce should dwindle over time and eventually vanish. Thus, altruistic acts should have
dissipated. Several explanations have been proposed to explain the incidence of altruism. First, natural
selection might ensure the genes of individuals, and the individuals themselves, survive and thrive. Hence,
individuals might have evolved to ensure that relatives--people with similar genes--flourish, called inclusive
fitness Hamilton, They might sacrifice their personal interests to fulfill this goal. This explanation, however,
implies that individuals will primarily direct altruism towards relatives. Nevertheless, individuals often direct
altruism towards people who are patently different from themselves. To explain this tendency, Trivers
maintained that individuals might sacrifice their personal interests to assist their allies. They assume these
allies will, eventually, return the favor. Individuals, therefore, want these allies to thrive, called reciprocal
altruism. Whereas inclusive fitness implies that altruism should be directed towards kin, reciprocal altruism
implies that altruism should be directed towards allies. Costly signaling theory was, partly, proposed to
explain altruism to strangers as well. The theory emerged from the field of behavioral ecology e. Empirical
evidence Status motives According to costly signaling theory, individuals might engage in altruism to
demonstrate their status is elevated. If this assumption is correct, individuals should be more inclined to
engage in altruistic behavior--and purchase products that preserve the environment, for example--if the need to
maintain or to boost status is amplified. Griskevicius, Tybur, and Van den Bergh conducted a series of studies
that verify this hypothesis. In the first study, some participants read a short story, comprising approximately
words, about a college student who is seeking to ascend the corporate hierarchy, intended to highlight the
importance of status. Other participants, assigned to the control condition, read a story that was similar in
length but did not refer to status. In this story, the person had lost a concert ticket. Pilot testing showed the
story about status does indeed increase the likelihood that individuals subsequently experience a desire for
social status and a desire for prestige. Another control condition was also included: Some of the participants
did not read any story. Next, participants were granted an opportunity to decide between a pair of cars,
household cleaners, and dishwashers. For each pair, the two alternatives were equivalent in price. For
example, the dishwasher that was designed to conserve the environment recirculated the water and was
manufactured from recycled materials. Compared to the other participants, the individuals who read a story
about status were more likely to purchase the products intended to preserve the environment. If these
purchases are partly intended to maintain or to boost status, individuals might be more likely to buy these
responsible alternatives when their decision is reached in public than in private. That is, in public, the
importance of status is amplified. To test this possibility, Griskevicius, Tybur, and Van den Bergh conducted a
second study, similar to the previous study. In this study, however, some participants imagined they needed to
reach this decision in a store. Other participants imagined they reached this decision on line, in the privacy of
their home. Again, when the motivation to boost status was reinforced, participants preferred the alternative
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that preserves the environment--but only if the decision was reached in public. This minor adjustment
generated some illuminating findings. When the motivation to boost status was reinforced, the preference
towards the responsible alternative was especially pronounced if this option was more expensive. Presumably,
when individuals seek to reinforce their status, they want to sacrifice even more resources to substantiate their
altruism. Nevertheless, when the motivation to boost status was not reinforced, a different pattern of results
was observed. Participants were especially likely to reject the responsible alternative, especially if this option
was more expensive. Arguably, these individuals are more concerned with economic rational motives, such as
expenses. Cultural observations In some native tribes in America, tribal chiefs compete to donate as many
possessions as possible. Implications of costly signaling theory The effect of downsizing According to costly
signaling theory, acts of altruism and expenditure can be enacted to indicate elevate status and success.
Conversely, acts that are intended to curb expenditure might indicate limited status and success. From this
perspective, retrenchments might compromise the reputation of companies. Zyglidopoulos confirmed this
possibility. Senior executives and financial analysts evaluated the reputation of over companies. That is, the
quality of products, services, management, and employees was evaluated together with the level of innovation,
financial viability, community responsibility, and environmental responsibility. Selling units of a business,
instead of downsizing, did not undermine reputation as markedly. Practical implications To encourage
consumers to choose products or services that facilitate conservation, these items should not be inexpensive if
decisions are usually reached in stores. Indeed, these products should be branded as prestigious and exclusive.
If decisions are usually reached on line, these options should be less expensive than alternatives. Alternative
theories Collective concerns Some alternative theories have been proposed to explain altruism that benefits
strangers. One possibility is that individuals might identify closely with some extensive collective, such as
humankind or the Earth. One example of this framework is the environmental concern perspective e. That is,
individuals might engage in activities that relate to conservation because they genuinely, perhaps intrinsically,
care about the planet and its inhabitants. Thus, to promote sustainable behavior, the challenges to Earth should
be underscored see Owens, Sustainable products, for example, might reduce the costs of fuel. Sustainable
products might be easier to resell in the future, and so forth. From this perspective, to encourage responsible
behavior, products merely need to save money and time. This proposition, however, disregards the need to
maintain status--and hence the preference to purchase expensive items in some contexts e. Social conformity
When individuals feel uncertain, they experience a powerful sense to conform e. How does environmental
concern influence specific environmentally related behaviors? A new answer to an old question. Journal of
Environmental Psychology, 23, Partner choice creates competitive altruism in humans. Alarm calls as costly
signals of antipredator vigilance: The watchful babbler game. Animal Behaviour, 61, Signaling theory,
strategic interaction, and symbolic capital. Current Anthropology, 46, Gifts as economic signals and social
symbols. American Journal of Sociology, 94, SS An iron band upon the people. University of Washington
Press. Journal of Economic Perspectives, 2, Explaining altruistic behavior in humans. A room with a
viewpoint: Using social norms to motivate environmental conservation in hotels. Journal of Consumer
Research, 35, Costly signaling and cooperation. Journal of Theoretical Biology, , Biological signals as
handicaps. Peacocks, Picasso, and parental investment: The effects of romantic motives on creativity. Journal
of Personality and Social Psychology, 91, Going along versus going alone: When fundamental motives
facilitate strategic non conformity. Fear and loving in Las Vegas: Evolution, emotion, and persuasion.

Page 2

COSTLY DIVIDEND SIGNALING pdf
2: Full text of "Costly dividend signaling : the case of lost firms with negative cash flows"
What is 'Dividend Signaling'? Dividend signaling is a theory that suggests that when a company announcement of an
increase in dividend payouts is an indication of positive future prospects.

Joos and George A. The case of loss firms with negative cash flows Peter Joos and George A. November This
Draft: January Abstract We examine the dividend-signaling hypothesis in a sample of firms for which
dividend increases are particularly costly, namely loss firms with negative cash flows. When compared to loss
firms with positive cash flows, we find the predictive power of dividend increases for future return on assets to
be greater for loss firms with negative cash flows, consistent with the predictive power of the dividend signal
being stronger when its cost is higher. Our results provide support for the dividend-signaling hypothesis and
have broader implications since loss firms comprise a large and increasing share of publicly- traded firms.
Whether firms signal future prospects through dividend changes has been a source of debate and research in
the corporate finance literature since the early papers by Lintner and Miller and Modigliani Despite
considerable research, the debate over the empirical validity of the dividend-signaling hypothesis remains
alive in the literature. Nissim and Ziv present evidence consistent with the dividend-signaling hypothesis by
showing dividend increases but not decreases relate to fiiture profitability. However, two recent papers come
to different conclusions. They find the evidence supporting the dividend-signaling hypothesis disappears when
the earnings expectations model accounts for non-linear patterns in the behavior of earnings. Skinner
concludes structural changes in dividend policy and the nature of corporate earnings over time rule out
signaling, at least in recent decades. He finds dividends have become too smooth and earnings too volatile for
dividend changes to be an informative signal for future earnings changes. Although not conclusive, this recent
empirical evidence appears to be moving towards rejecting the dividend-signaling hypothesis. Instead of
examining dividend behavior for all firms in the market, we examine the dividend- signaling hypothesis in a
setting where use of dividends to signal is particularly costly to the firm. Spence argues the cost of sending an
economic signal determines its informativeness, therefore we test for dividend signaling in a sample of firms
that increase their dividend payment i. We assume that increasing cash dividends at a time the firm has a
negative cash flow constitutes a strong and costly signal of future performance for two reasons. First, the
increase in current cash dividends will immediately affect the liquidity of the firm. Second, an increase in the
cash dividend implies a strong commitment to maintain the higher level of dividends in the future, given
previous studies document a reluctance of managers to cut dividends e. We test our hypothesis by comparing
the predictive power of dividend increases between loss firms with positive and negative cash flow
components for future performance. Our main results show that, condifioning on cash flows, the signaling
power of dividend increases for loss firms exists only for negative cash flow firms, consistent with the
hypothesis that the costlier the signal is the more information it contains. We verify our main results in
additional analyses focusing on subsamples of firms with multiple losses for which increased dividend
pajmients are increasingly costly, and on augmented specifications of our basic model. Although some results
are consistent with a loss being sufficient for a dividend increase to improve forecasts of future returns
irrespective of the sign of the cash flow, all robustness analyses demonstrate the predictive power of dividend
increases is larger for loss firms with a negative cash flow than for loss firms with a positive cash flow. Our
study extends the dividend signaling literature by identifying a particular segment of firms for which we
hypothesize the decision to increase dividends is particularly costly. We also extend previous research on the
relation between losses and dividends by focusing on the particular quality of losses that renders the dividend
signal costly and credible, namely the cash flow component of the loss. In the next section, we discuss related
research and motivate our study. In section II we provide descriptive statistics of the sample and present our
empirical model. We conclude in a final section. Background and motivation To test the dividend-signaling
hypothesis, we evaluate the predictive power of an increase in cash dividends for future firm performance in a
sample of firms that report current losses. We argue the cost of the dividend signal will determine its
informativeness and distinguish between losses with a negative versus a positive cash flow component to
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capture the differential cost of the dividend increase across loss firms. We are not the first to investigate the
relafion between dividends and losses. Like DeAngelo et al. In a sample of firms over the period , DDS show
a loss is a necessary, but not sufficient, condition for a firm to decrease dividends. They find firms that
decrease dividends experience more severe and more persistent losses than firms that do not. Further, unusual
income items e. Focusing explicitly on dividend signaling, they find dividend decreases provide incremental
information to predict future earnings, although their forecasting power diminishes in the presence of unusual
income items. Using a larger sample over a long time period. Skinner finds that when firms paying large
dividends experience a loss, the loss is more likely caused by special items, and more likely to reverse than a
loss reported by a firm that does not pay large dividends. In related work, Joos and Plesko examine a large
sample of loss firms, and the timing of loss reversals. They show the losses of firms that continue to pay
dividends are more likely to reverse than those of non-dividend paying firms, and that eliminating a dividend
is associated with a decrease in the likelihood the loss will reverse in the immediate future. Whereas previous
research focuses specifically on the role of special items when studying the relation between dividends and
losses, we differentiate between losses with a positive and negative cash flow component to capture the
relative cost of the decision to increase dividend cash outflows. The evidence in Joos and Plesko showing
losses have become more persistent in recent years, often due to persistent negative cash flows, emphasizes
the potential cost of an increase in cash dividends for loss firms. The most recent papers on the
dividend-signaling hypothesis find a reduced signaling role for dividends over time, consistent with findings
that firms have changed their dividend-paying behavior see Skinner 7 In light of the evidence of the reduced
signaling role of dividends in a general cross-sectional time-series context, we complement the literature by
focusing on a narrower setting that provides a powerfiil test of the dividend-signaling hypothesis. Consistent
with Hayn we define our earnings variable as income loss before extraordinary items and discontinued
operations or IB annual Compustat data item We define two main variables to capture dividend payments by
the firm. Table I presents descriptive information for the sample. Panel A shows our initial sample contains ,
firm-year observations: The panel flirther shows a relation between dividend payments and loss occurrence:
Focusing first on the dividend payments of our firm-year observations in the year prior to the current
observation, we observe , firm-year observations with no dividends and 88, firm-year observations with cash
dividends. Of the firms that pay no dividends The contrast between dividend-paying and non-dividendpaying firms becomes sharper when we focus on the contemporaneous relation between dividend payments
and firm profitability: Panel B provides a description of dividend changes occurring in our sample. In the ftiU
sample the majority of firms never change their dividend payments: The percentages change significantly
when we partition the sample between profit and loss firm-year observations: By contrast, the large majority
of loss firms do not change their dividend payments The high percentage reflects the fact that loss firms are
less likely to pay dividends, and that only a small fraction of loss firms that pay dividends increase dividend
payments 4. Panel C in Table I cross-tabulates our two measures of dividend changes. The diagonal
percentages in panel C show that in the vast majority of cases both proxies reflect the same direction of
dividend change. However, changes in the number of shares outstanding, with or without a constant dividend
per share, can lead to non-zero off- diagonal percentages. For example, we observe that in Such a
combination is the result of an increase in the number of shares in the same year e. The two variables therefore
complement each other as proxies for dividend decisions by management. While we focus primarily on the
dollar value of dividend payments, since it best captures the amount of cash the firm is using, we present
results using both variables to illustrate the signaling role of dividend increases. In Table II, we present
evidence for our main variables of interest. Since we hypothesize that the sign of the cash flow component of
negative earnings will determine the relative cost of a dividend increase we present our descriptive statistics
for a sample of loss observations partitioned by the sign of the cash flow component of the losses. We define
the cash flow component of earnings CFO as cash flow from operations, measured as net income annual
Compustat data item 1 72 less accruals. Panel A of Table II shows the mean, standard deviation, and median
for four variables of interest. Third, we define CFO as before. Panel A reports significant differences between
the means and medians of the two subsamples based on two-sided t-tests and two-sided Wilcoxon tests for the
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mean and median as a fiinction of the sign of their cash flow component. Generally speaking, loss
observations with a positive cash flow are larger and exhibit stronger profitability smaller losses than loss
observations with a negative cash flow component. Positive cash flow loss firms on average also report less
negative SPI, with both types of loss firms having median SPI of zero though. All differences between means
and medians are statistically significant. Panel B of Table II provides descriptive statistics on the incidence of
dividend increases in the sample of loss observations as a function of the sign of the cash flow component of
earnings. Panel B shows a significantly smaller proportion of loss observations with a negative cash flow
component increases dividends, consistent with a dividend increase being costly: Table 11 provides evidence
consistent with loss observations being different as a fiinction of the sign of the cash flow component of the
loss: In Table III, we formally test the relation between current profitability, the sign of current cash flows, and
changes in dividend payments in the sample of loss observations. Specifically, we estimate a logistic
regression to evaluate the relation of profitability and its components to the decision to increase current
dividends. Focusing on our two dividend variables we estimate the following four specifications: Besides our
main variables of interest, ROA, CFONEG, and the interaction between both variables, we include a control
variable for the size of the firm in each specification since Hayn and Joos and Plesko relate the size of the firm
to the persistence of the loss and therefore the potential cost of a dividend increase. Our size variable is LSize,
the log of the market value of the firm. Table III reports the results of estimating models 1 and 2 using the
method detailed by Fama and Macbeth In both models the coefficient on ROA is positive and highly
significant, consistent with a relation between higher profitability and dividend increases. However, the
negative coefficient on CFONEG indicates that, on average, loss firms with negative cash flows are less likely
to increase their dividend. The size control variable has a positive and significant coefficient, suggesting that
larger firms are more inclined to increase dividends in the current loss year regardless of the sign of the cash
flow. Focusing on loss observations in particular, we find the presence of a negative cash flow component of
the loss reduces the probability of a dividend increase, consistent with negative cash flows from operations
increasing the cost of a dividend increase. Do dividend increases forecast future profitability? To examine
whether costly dividend increases constitute strong signals of fiature profitability we estimate an earnings
forecasting model in our sample of loss observations. Since we argue that increases in dividend outflows are
more costly when cash flows are negative, we predict the decision to increase dividends is a stronger predictor
of future profitability for negative cash flow loss firms than for positive cash flow loss firms. We consider two
forecast horizons, one and three years, and focus on future accounting profitability by estimating the following
parsimonious models: We include controls for current profitability ROA , special items, and size. We include
LSize to control for potentially omitted variables such as risk or growth of the firm. We estimate both
specifications using the Fama-MacBeth methodology. Table IV presents the results of the estimation of
equations 3a - 3b. All four estimation results columns 1 through 4 , focusing on different dividend measures
and forecast horizons, show the same result for the dividend increase variables: The evidence is consistent
with dividend increases signaling future profitability, even after controlling for other factors, when the cash
flow component of losses is negative. This finding supports the hypothesis that dividend increases constitute
an informative signal when the cost of the signal is relatively high. The coefficients on SPI as or is are
negative in all four 12 specifications, but the level of significance varies depending on the forecast horizon:
Finally, size predicts fiiture profitability only one year ahead columns 1 and 3 , but not three years ahead
columns 2 and 4. In summary, the results for both dividend variables and both forecast horizons are consistent
with a dividend increase providing information on the future performance of loss firms only when current cash
flows are negative.
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3: Signalling theory - Wikipedia
We examine the dividend-signaling hypothesis in a sample of firms for which dividend increases are particularly costly,
namely loss firms with negative cash flows.

Sexual selection When animals choose mates, traits such as signalling are subject to evolutionary pressure. For
example, the male gray tree frog , Hyla versicolor, produces a call to attract females. Once a female chooses a
mate, this selects for a specific style of male calling, thus propagating a specific signalling ability. The signal
can be the call itself, the intensity of a call, its variation style, its repetition rate, and so on. Various hypotheses
seek to explain why females would select for one call over the other. Unconscious communication ,
Reciprocal altruism , and Aposematism In biology, signals are traits, including structures and behaviours, that
have evolved specifically because they change the behaviour of receivers in ways that benefit the signaller.
When an alert bird deliberately gives a warning call to a stalking predator and the predator gives up the hunt,
the sound is a signal. An alert bird such as a Eurasian jay warning off a stalking predator is communicating
something useful to the predator: When the predator gives up, the signaller can get back to other tasks such as
feeding. Once the stalking predator is detected, the signalling prey and receiving predator thus have a mutual
interest in terminating the hunt. The term honesty in animal communication is controversial because in
non-technical usage it implies intent, to discriminate deception from honesty in human interactions. Biological
signals, like warning calls or resplendent tail feathers, are honest if they truly convey useful information to the
receiver. That is, the signal trait [a] conveys to the receiver the presence of an otherwise unobservable factor.
One class of honest signal is the aposematic warning signal, generally visual, given by poisonous or dangerous
animals such as wasps , poison dart frogs , and pufferfish. Warning signals are honest indications of noxious
prey, because conspicuousness evolves in tandem with noxiousness. Thus, the brighter and more conspicuous
the organism, the more toxic it usually is. Because there are both mutual and conflicting interests in most
animal signalling systems, a central problem in signalling theory is dishonesty or cheating. For example, if
foraging birds are safer when they give a warning call, cheats could give false alarms at random, just in case a
predator is nearby. But too much cheating could cause the signalling system to collapse. Every dishonest
signal weakens the integrity of the signalling system, and so reduces the fitness of the group. When a claw is
lost, a crab occasionally regrows a weaker claw that nevertheless intimidates crabs with smaller but stronger
claws. They criticised previous ethologists , such as Nikolaas Tinbergen and Desmond Morris for suggesting
that such displays were " for the good of the species ". They argued that such communication ought to be
viewed as an evolutionary arms race in which signallers evolve to become better at manipulating receivers,
while receivers evolve to become more resistant to manipulation. In , Amotz Zahavi proposed a verbal model
for how signal costs could constrain cheating and stabilize an "honest" correlation between observed signals
and unobservable qualities, based on an analogy to sports handicapping systems. The purpose of a sports
handicapping system is to reduce disparities in performance, making the contest more competitive. In a
handicap race , intrinsically faster horses are given heavier weights to carry under their saddles. Similarly, in
amateur golf , better golfers have fewer strokes subtracted from their raw scores. This creates correlations
between the handicap and unhandicapped performance, and if the handicaps work as they are supposed to,
between the handicap and handicapped performance. If you knew nothing about two race horses or two
amateur golfers except their handicaps, you could infer which is most likely to win: Display costs can include
extrinsic social costs, in the form of testing and punishment by rivals, as well as intrinsic production costs. The
essential idea here is intuitive and probably qualifies as folk wisdom. It was articulated by Kurt Vonnegut in
his short story Harrison Bergeron. A spectator at a ballet comments: Genetic models also suggested this was
possible. Hamilton proposed a specific but widely applicable handicap mechanism, parasite -mediated sexual
selection. This idea was tested in in barn swallows , a species where males have long tail streamers. The
hypothesis states that animals with carotenoid-depended sexual signals are demonstrating their ability to
"waste" carotenoids on sexual signals at the expense of their immune system. Fitness depends on producing
offspring, which is a multiplicative function of reproductive success given an individual is still alive times the
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probability of still being alive, given investment in signals. These models are most often applied to sexually
selected signalling in diploid animals, but they rarely incorporate a fact about diploid sexual reproduction
noted by the mathematical biologist Ronald Fisher in the early 20th century: Over generations, showier sons
should also carry genes associated with choosier daughters, and choosier daughters should also carry genes
associated with showier sons. This can cause the evolutionary dynamic known as Fisherian runaway , in which
males become ever showier. Russell Lande explored this with a quantitative genetic model, [28] showing that
Fisherian diploid dynamics are sensitive to signalling and search costs. Other models incorporate both costly
signalling and Fisherian runaway. Sam Brown and W. Hamilton [44] and Marco Archetti [45] proposed that
autumn leaf colour is a signal from trees to aphids and other pest species that migrate in autumn to the trees. In
their theory, bright autumn coloration with pinks and yellows is costly to trees because pigments require
energy to synthesize, but the investment may help them to reduce their parasite load. Evidence for costly
signalling has been found in many areas of human interaction including risk taking, hunting, and religion.
Generous sharing by male hunters may serve as a "costly signal", helping them to acquire mates. Free riders
are people who reap the benefits of group-living without contributing to its maintenance. High quality
signallers are more successful in acquiring mates and allies. Thus, costly signalling theory can explain
apparently wasteful and altruistic behaviour. Thirdly, the information provided by a signal should be directed
at and accessible to an audience. A receiver can be anyone who stands to benefit from information the
signaller is sending, such as potential mates, allies, or competitors. Honesty is guaranteed when only
individuals of high quality can pay the high costs of signalling. Hence, costly signals make it impossible for
low-quality individuals to fake a signal and fool a receiver. Since a daily catch of fish is carried home by hand
and turtles are frequently served at large feasts, members of the community know which men most reliably
brought them turtle meat and fish. Thus, turtle hunting qualifies as a costly signal. This suggests that energetic
gains are not the primary reason men take part in turtle hunting and spear fishing. Hadza hunters more often
pair with highly fertile, hard-working wives than non-hunters. Thus, hunting is an honest and costly signal of
phenotypic quality. Preparation for torch fishing requires significant time investments and involves a great
deal of organization. Due to the time and energetic costs of preparation, torch fishing results in net caloric
losses for fishers. Women and others usually spend time observing the canoes as they sail beyond the reef.
Several ritual behavioural and dietary constraints clearly distinguish torch fishers from other men. First, males
are only permitted to torch fish if they participated on the first day of the fishing season. The community is
well informed as to who participates on this day, and can easily identify the torch fishers. Second, torch fishers
receive all of their meals at the canoe house and are prohibited from eating certain foods. People frequently
discuss the qualities of torch fishermen. On Ifaluk, women claim that they are looking for hard-working mates.
Hence the people connected with him ate a great deal of meat and his popularity grew. A young hunter is
motivated to impress community members with daughters so that he can obtain his first wife. Older hunters
may wish to attract women interested in an extramarital relationship, or to be a co-wife. Costly signalling
theory explains seemingly wasteful foraging displays. Costly signalling can be applied to situations involving
physical strain and risk of physical injury or death. This signal is directed at peers and potential mates. Males
and females valued different degrees of heroic risk for mates and same-sex friends. Males valued heroic risk
taking by male friends, but preferred less of it in female mates. Females valued heroic risk taking in male
mates and less of it in female friends. Females may be attracted to males inclined to physically defend them
and their children. Males may prefer heroic risk taking by male friends as they could be good allies. Costs
associated with these donations include pain and risk of infection. Evolutionary psychology of religion
Religious rituals such as snake handling may be explainable as costly signals. Costly religious rituals such as
male circumcision , food and water deprivation, and snake handling look paradoxical in evolutionary terms.
Devout religious beliefs wherein such traditions are practiced therefore appear maladaptive. However, as
group size increases among humans, the threat of free riders grows. He argued that hard-to-fake religious
displays enhanced trust and solidarity in a community, producing emotional and economic benefits. He
showed that display signals among the Yomut Turkmen of northern Iran helped to secure trade agreements.
These "ostentatious" displays signalled commitment to Islam to strangers and group members. In a
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self-reported survey, as the strictness of a church increased, the attendance and contributions to that church
increased proportionally. In effect, people were more willing to participate in a church that has more stringent
demands on its members. Despite the experimental support for this hypothesis, it remains controversial. A
common critique is that devoutness is easy to fake, such as simply by attending a religious service. There is no
evolutionary advantage to evolving religion over other signals of commitment such as nationality, as Irons
admits. Finally, there is insufficient evidence for increase in fitness as a result of religious cooperation.

Page 8

COSTLY DIVIDEND SIGNALING pdf
4: Costly signaling theory / smoss2 - Sicotests
We examine the dividend-signaling hypothesis in a sample of firms for which dividend increases are particularly costly,
namely loss firms With negative cash ï¬‚ows.

In preparing this Assignment we have followed the instruction of yours, we will be glad to clarify any
discrepancy that may arise. Thank you for your cooperation. On the behalf of the group Finance Interface Roll
no: We are deeply indebted to our course teacher Md. We also express the depth of our appreciation to our
honorable course teacher for his suggestions and guidelines, which helped us in completing this report.
Dividend signaling suggests a positive relation between asymmetry and dividend policy. In other words, the
higher the asymmetric information level, the higher is the sensitivity of the dividend to future prospects of the
fir. Several empirical studies attempt to test the informational content of dividend changes, yet they disagree
about the sign and the significance of information asymmetry on dividend policy. Dividend theory suggests
that dividend is sticky and it can be used to signal quality of the firms. Specifically, when dividend surprise is
measured in terms of differences from past dividend, empirical research cannot find strong relationship
between dividend surprise in current period and future firm performance. Another strand of literature suggests
that corporate risk management alleviates information asymmetry problems and hence positively affects the
firm value. Information asymmetry between managers and outside investors is one of the key market
imperfections that makes hedging potentially benefit. In this assignment we exploit the documented
interaction between the level of information asymmetry and the dividend policy, along with its interaction
with corporate risk management. We argue that risk management alleviates the asymmetric information
problem, which is a main determinant of dividend policy. Y Assumptions 15 2. Y Example one 17 3. Y
Example Two 19 3. These signals are the cornerstone of financial communications policy. The signaling
theory also describes the types of information which is also important for taking investment decision. So
managers get consistent, accurate and relevant information and take decision easily which has tremendous
impact on organizational effectiveness. The main objective of this assignment is to analyze Signaling Theory.
This assignment has also some other objectives which are as follows: Considering the dead line, the scope and
exposure of the paper has been wide-ranging. Signaling theory is concerned with understanding why certain
signals are reliable and others are not. It looks at how the signal is related to the quality it represents and what
are the elements of the signal or the surrounding community that keep it reliable. Signaling occurs in
competitive environments. The interests of the sender and the receiver seldom align exactly, and often they are
quite at odds with each other. Sometimes the competition is fierce and overt, as with prey and predators.
Potential prey may signal to predators that they are poisonous or that they can run so fast or fight back so
strongly that pursuing them is futile. Potential competitors may signal their strength to each other; if they are
unevenly matched, the weaker may acquiesce and actual battle, which is costly for all, can be avoided.
Sometimes the competition is subtle, as when the signaling is between seemingly congenial companions. But
even within cooperative relationships there are conflicts of interest about how plans and identity are perceived.
I wish to present myself in the best possible light while you want to know what I am really thinking and what I
really can and will do. Like it nor not, we all use signaling in our day-to-day lives. It is used probably at every
moment and with everyone. This Ketchup might be the best ketchup available in the country, if not the entire
world. The second type of signaling might involve money back guarantees, public tasting guarantees or tying
up with a food chain and offering your ketchup as a free add-on. Positive signaling to increase your business.
One way, although incredibly crazy would be to print out your bank statements and put it up on a billboard.
More often than not, in this case, you are sending out a positive signal for kidnappers! On a serious note,
flaunting a Louis Vuitton bag, driving a Porsche car, building a huge house etc. You need not say anything,
but your actions speak for it. Trying to hang out with superiors is also a classic signal that you intend to move
up the ladder. There are about a million examples of Signaling theory at work. I presume almost everyone in a
relationship would have a gone through this exact example. Here, the cost of simply producing the signal is
prohibitive to one who does not have the quality that the signal is advertising. These are called, 1. There are
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also many signals, especially in human communication, that are not inherently reliable. The reliability of these
signals is externally maintained through the actions of the community: The rationale behind dividend signaling
models stems from game theory. Y Over the years the concept that dividend signaling can predict positive
future performance has been a hotly contested subject. For the most part, the tests have shown that dividend
signaling does occur when companies either increase or decrease the amount of dividends they will be paying
out. The theory of dividend signaling is also a key concept used by proponents of inefficient markets. So the
main idea of signaling theory is given below: MM assumed that investors and managers have the same
information. But, managers often have better information. And investors understand this, so view new stock
sales as a negative signal. YY In this topic, we briefly discuss signaling theory. But, before we begin our
discussion of signaling theory, why would a firm be interesting in signaling? Managers have the incentive to
signal if: In corporate finance, signaling models have been used as the textbook describes to explain the level
of investment by an entrepreneur in a firm, debt versus equity choices, the size of dividends, and stock splits.
With either type, the signal is meant to separate good firms from bad firms. The cost to the firm is the wages
paid. That is, the signal is less costly for applicants with greater productive capabilities. Spence focuses on the
education signal. The amount of education acquired by applicant is the amount that maximizes the difference
between the offered wages and the cost of education the signaling cost. Education costs include dollars tuition
, time, mental strain, etc. Assumption 5 is critical to an effective signal. What would happen if the signal was
equally costly to all applicants? That is, employers set the wage schedule that induces applicant signaling
decisions. Employers then hire and the marginal product of the employees is as expected. Y Group one prefers
no signaling. That is, once this wage schedule is set, no new data will be released to alter the employer beliefs.
To get this equilibrium, employers believe: Thus, there has to be a sufficient number of possible signals across
the cost range. Sometimes some people win and others lose. We contribute to the dividend signaling literature
by emphasizing the interaction between corporate risk management policy and dividend policy. The
interaction between these two corporate policies has received less attention in the literature despite their
common link to information asymmetry.
5: Dividend Signaling
Costly dividend signaling: The case of loss firms with negative cash flows Peter Joos and George A. Plesko First Draft:
November This Draft: January Abstract We examine the dividend-signaling hypothesis in a sample of firms for which
dividend increases are particularly costly, namely loss firms with negative cash flows.

6: Costly Dividend Signaling
signalingrolefordividendsovertime,consistentwithfindingsthatfirmshavechanged
theirdividend-payingbehavior(seeSkinner)7Inlightoftheevidenceofthe
reducedsignalingroleofdividendsinageneralcross-sectionaltime-seriescontext,we
complementtheliteraturebyfocusingonanarrowersettingthatprovidesapowerfiiltest ofthedividend-signalinghypothesis. II.
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