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Abstract

In this paper, we analyze the relationship between industrial stagnation in the US
economy and the financialization of nonfinancial firms by asking whether firms
in industries experiencing a stronger post-1970 tendency towards stagnation allo-
cate more funds to shareholder payouts and, specifically, share repurchases. While
strands of the literature on financialization have long-emphasized the role of stagna-
tion in driving financialization, fewer papers have considered this hypothesis empiri-
cally. Our paper speaks to this space in the literature, by linking industrial stagnation
in capital accumulation to a firm’s decision to financialize. We, first, use firm-level
data to construct an empirical measure of industrial stagnation. Drawing on insights
from the Monopoly Capital School, we measure stagnation using the Baran ratio —
which describes the average share of surplus allocated towards investment within
an industry — and show a secular decline in the average Baran ratio since 1980.
Second, we analyze if the tendency towards stagnation captured by the declining
Baran ratio predicts the likelihood and magnitude of a firm’s shareholder payouts.
We show that firms in industries with a stronger stagnation tendency (a lower Baran
ratio) are more likely to repurchase stock and, among firms that do repurchase, that
a lower Baran ratio predicts a higher magnitude of these shareholder payouts. These
results suggest that a slowdown on the nonfinancial side of the economy is one fac-
tor underlying financialized firm behavior in the post-1980 USA.
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1 Introduction

In this paper, we explore links between stagnation and the financialization of US
corporations by asking if firms in industries with a greater tendency towards stag-
nation are more likely to allocate funds towards financial outlets and, in particular,
shareholder payouts. In the post-1980 US economy, nonfinancial firms have become
increasingly intertwined with financial markets and oriented towards financial indi-
cators of performance. These trends have led to a large empirical literature linking
the financialization of nonfinancial firms to key long-term trends in the US economy,
including slowing capital investment (e.g., Stockhammer 2004; Orhangazi 2008;
van Treeck 2008; Davis 2018)1 and worsening income distribution (e.g., Lin and
Tomaskovic-Devey 2013; Diinhaupt 2017; Guschanski and Onaran 2018; Kohler
et al. 2019). In the US context, these trends, also, exemplify a shift from a Fordist to
a finance-led growth regime (Aglietta 2000; Boyer 2000). At the firm level, a major
feature of US financialization has been growing shareholder value orientation, char-
acterized by the emergence of a “downsize and distribute” corporate governance
regime focused on releasing funds to shareholders (Lazonick and O’Sullivan 2000).
In turn, the increasing entrenchment of shareholder value ideology is reflected in
rising rentiers’ income (e.g., Onaran et al. 2011) and growing shareholder payouts,
including own-stock buybacks, through which managers target stock market-based
measures of firm performance (e.g., Lazonick 2014; Davis 2016).

At the same time, a branch of the theoretical literature on financialization empha-
sizes the role of stagnation in driving increasingly financialized firm behavior.
Marxist political economists have long argued that periods of overaccumulation
generate a tendency towards stagnation and slower economic growth, which leads
capital to seek ways outside of industrial production to utilize surplus (Baran and
Sweezy 1966). In this view, the “financial explosion” of the post-1980 period in the
USA is a response to declining investment outlets (Magdoff and Sweezy 1987; Fos-
ter 2008; Magdoft and Foster 2014), explained by the emergence of monopolies that
generate persistent excess capacity in production (Lapavitsas 2011; Despain 2015).
Crotty (2003) and McDonough et al (2010) also emphasize that increased interna-
tional competition and growth in the power of capital over labor, which has gener-
ated a secular decline in the labor share, have further depressed aggregate demand
after 1980. While excess surplus not used for capital accumulation can be absorbed
through various channels, such as expanded credit to workers or financial invest-
ments, a particularly prominent channel in the post-1980 period has been financial-
ization (Magdoff and Foster 2014). Accordingly, the post-1980 transition towards
finance may be driven, at least in part, by a deterioration on the real side of the
economy pushing firms towards financial uses of funds.

Despite both the large empirical literature on financialization and the theoretical
tradition arguing financialization is a response to stagnation in the US economy, the

! For analyses_ _of financialization and investment in non-US contexts, see, for example, Demir (2009);
Akkemik and Ozen (2014); Seo et al (2016); Barradas and Lagoa (2017); and Tori and Onaran (2018,
2020).
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role of stagnation in explaining the financialization of US firms has not been consid-
ered using firm-level data. This paper fits into this space by empirically analyzing
the implications of industrial stagnation in the post-1980 US economy for nonfinan-
cial firms’ shareholder payouts. Following Xu (2019), we measure stagnation using
the Baran ratio, or the investment share of surplus, wherein a falling Baran ratio cap-
tures a decline in the utilization of surplus for capital accumulation and, accordingly,
a tendency towards stagnation. More specifically, we measure the Baran ratio at the
industry level to capture both that the stagnation tendencies created by changes in
monopoly power, excess capacity, and effective demand differ by industry and also
that these processes are external to individual firms. These industry-level stagnation
tendencies, in turn, impact individual firms’ decision-making. Thus, by measuring
the Baran ratio at the industry level, we capture the implications of industry-wide
stagnation tendencies for individual firms’ decisions to allocate funds towards share-
holder payouts — not an individual firm’s decision to reallocate surplus away from
capital accumulation (which is also endogenous to its payout decisions).

To construct this industry-level measure, we, first, use Compustat data to define
the investment share of surplus at the firm level, and, second, we average these firm-
level Baran ratios across the firms in each industry. To measure economic surplus,
we again follow Xu (2019) and define surplus as the profit share of value added.’
Because the data needed to calculate factor shares in Compustat data is notoriously
incomplete, we follow the method in Donangelo et al. (2019) to impute firm-level
labor and profit shares. Finally, we exclude each firm from the average Baran ratio
calculated across all (other) firms in its industry, thereby ensuring that this Baran
ratio is exogenous to individual firms in the econometric analysis.

Consistent with Xu’s (2019) macro-level analysis, we document a post-1980
decline in the Baran ratio across US industries, concentrated during the 1980s and
1990s, capturing a decline in profitable fixed investment opportunities relative to
other uses of funds. In turn, in our econometric analysis, we show that this decou-
pling of investment from surplus predicts both the likelihood and magnitude of
shareholder payouts and, in particular, repurchases. Notably, despite dramatic post-
1980 growth in shareholder payouts, a sizeable share of firms continues to make
zero payouts in any given year. Given this high incidence of zeros, we employ a two-
part estimation strategy. Using a series of linear probability models, we, first, show
that a decline in the average industry-level Baran ratio is associated with a statisti-
cally and economically significant increase in firms’ propensity to make shareholder
payouts. Second, we show that, among firms that do make shareholder payouts, this
tendency towards industrial stagnation is also associated with a higher magnitude
of these payouts, both contemporaneously and moving forward over time. Each of
these relationships is, furthermore, driven by repurchases, more than dividends or
total shareholder payouts, highlighting the particular importance of repurchases as

2 Xu (2019)’s analysis is at the macroeconomic level and uses the profit share of GDP. We use the profit
share of value added to translate this concept to firm-level accounting data.
3 See Belotti et al. (2015) for a discussion of two-part models, and Deb and Norton (2018) for a recent
paper using a two-part estimation strategy due to a high incidence of zeros.
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an outlet for surplus in the years following a decline in the average industrial Baran
ratio.

Together, these results suggest that stagnation is one factor precipitating the
financialization of US firms. In each case, the average industry-level Baran ratio can
be understood as a signal to individual firms that suitable investment opportunities
within their industry are scarce, such that funds are better allocated towards alter-
native (financial) uses. In turn, firms have not only become more likely to release
funds to shareholders, but are also more likely to release a larger quantity of funds
to shareholders in any given year. There are at least two additional implications of
these results. First, as the declining Baran ratio largely reflects growth in economic
surplus (i.e., a rising profit share or declining labor share of income), these results
suggest that rising shareholder payouts are one part of a larger-scale readjustment
of priorities within firms, wherein shareholder payouts have come at the expense
of labor (Lazonick 2009; Greenwald et al. 2019). Second, the fact that each set of
econometric results is driven by repurchases, more than dividends or total share-
holder payouts, suggests that repurchases are the key manifestation of shareholder
value orientation in the post-1980 US economy. In other words, in the era of share-
holder value, all types of shareholder payouts are not equivalent, and the impetus to
financialize is best captured by payouts that prioritize capital gains.

These results contribute to the existing empirical and theoretical literatures on
financialization that emphasize the drivers of the financialization of nonfinancial
firms. Much of the empirical literature on financialization emphasizes the conse-
quences of post-1980 changes in firm financial behavior. Here, we aim instead to
contribute to discussions on the underlying drivers of these changes. The main
explanation to date of these underlying drivers emphasizes institutional and regula-
tory changes that shift power to shareholders, thereby entrenching shareholder ori-
entation among firm managers (Lazonick and O’Sullivan 2000; Stockhammer 2004,
2005; Lazonick 2014). These wide-reaching changes include SEC rules making it
easier to repurchase stock; an expansion in stock-based executive pay; and the emer-
gence of an active market for corporate control (for a discussion, see the survey in
Davis 2017). Our results complement the literature establishing this channel, by sug-
gesting that stagnation is an additional factor contributing to the shift in manage-
rial priorities towards releasing funds to shareholders in the post-1980 US economy.
Specifically, while institutional and regulatory changes have made large-scale stock
buybacks possible, our results suggest that managerial responsiveness to these insti-
tutional changes has also been shaped by weakening opportunities for capital accu-
mulation. In other words, our results suggest that — in the absence of a tendency
towards industrial stagnation (or, conversely, in an economy with high and rising
real profitability) — the reorientation of managerial priorities towards shareholder
value orientation over this period may have been weaker.

The paper is organized as follows: In Sect. 2 we introduce the data and docu-
ment the decline in the Baran ratio and growth in shareholder payouts that motivate
our empirical analysis. In Sect. 3 we turn to our econometric hypotheses and ask
if the Baran ratio predicts, first, firms’ growing propensity to repurchase shares in
Sect. 3.1 and, second, the rising magnitude of these shareholder payouts in Sect. 3.2.
Section 4 concludes and suggests directions for future research.
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2 Data and stylized facts

We begin by laying out the stylized facts that motivate our empirical hypotheses
and strategy. We, first, construct an empirical measure of industry-level Baran ratios
based on firm-level data and show a pronounced tendency towards industrial stagna-
tion (a decline in the Baran ratio), occurring largely during the 1980s and 1990s.
Second, we describe the evolution of shareholder payouts made by US nonfinancial
firms. We show a post-1980 expansion in both the magnitude of shareholder payouts
and in the annual share of firms making shareholder payouts. We, also, show that
growth in total shareholder payouts primarily reflects stock buybacks (rather than
dividend payments), suggesting the particular importance of repurchases in the era
of financialization. We draw on these two sets of stylized facts in Sect. 3 to econo-
metrically explore whether a falling industry-level Baran ratio predicts firms’ deci-
sions to make shareholder payouts and, in particular, repurchase stock.

Our analysis uses a firm-level panel of publicly traded nonfinancial corporations
from the Compustat database. We include all nonfinancial corporations incorporated
in the USA with non-negative sales, total assets, or financial payouts (repurchases,
dividends, or interest payments).* We introduce the Baran ratio and shareholder pay-
out variables in Sects. 2.1 and 2.2, below. In the econometric analysis in Sect. 3,
we also consider controls for total assets (Compustat variable AT); total debt (DT,
or the sum of current debt, DLC, and long-term debt, DLTT); the profit rate (which
we define as operating income before depreciation, OIBDP, relative to the stock of
physical capital, PPENT); and a financial profit rate (non-operating income, NOPI,
relative to the stock of financial assets).” We deflate money values using the GNP
deflator and trim firm-level ratios at the 1st and 99th percentiles to account for outli-
ers.® Our final sample spans 1971 (the first year repurchase data is available) through
2019. We summarize these variable definitions in Appendix Table 5 and show
descriptive statistics in Table 6.

2.1 An empirical measure of industrial stagnation

Our key explanatory variable of interest is an industry-level measure of the Baran
ratio, which we use to describe the tendency towards industrial stagnation in the

4 We drop observations classified as finance, insurance, or real estate by either SIC or NAICS codes
(SIC codes 6000-6799, and NAICS codes with first two digits of 52 or 53) and restrict to firms incorpo-
rated in the USA and reporting in US dollars (using Compustat variables FIC and CURCD). We, also,
drop observations with negative sales, total assets, or financial payouts (repurchases, dividends, or inter-
est payments) (0.07% of the sample), each of which is conceptually restricted to be greater than or equal
to zero.

3 Total debt is the sum of current debt (DLC) and long-term debt (DLTT) if these variables are non-
missing; if (at least one of) these variables are missing and total debt (DT) is non-missing, we use DT to
define total debt. This definition of the financial profit rate and financial assets (the sum of receivables,
RECT; cash and short-term investments, CHE; other current assets, ACO; investments and advances,
IVAEQ and IVAQ; and other assets, AO) follows Davis (2017).

© The choice of deflator does not affect our results.

@ Springer



464 L. Davis, S. McCormack

US economy. The Baran ratio is defined as the investment share of surplus, such
that a falling Baran ratio indicates that a declining share of total surplus is allo-
cated towards investment. To construct this measure, we, first, construct firm-level
measures of surplus (which we capture using the profit share, following Xu 2019)
and investment. The main obstacle to doing so lies in that Compustat data on labor
expense is sparsely reported. As a result, the literature on financialization in the US
context has not used profit or labor shares in firm-level analyses. To circumvent
this issue, we follow the method in Donangelo et al. (2019) to construct an imputed
labor share for firms that do not report labor costs using industry averages. Second,
we aggregate these firm-level measures of the Baran ratio to the sectoral level to
describe the evolution of industrial stagnation.
We, therefore, begin by constructing firm-level measures of the profit share:

Laborcosts;,

PS,,=1-LS;,=1— ——~—
o o Valueadded,, M
where PS;, and LS;, denote the profit share of firm i in year 7, and value added is
the value of production less the cost of intermediate goods. Following Donangelo
et al. (2019), value added can be written in terms of Compustat variables as:

Valueadded;, = (SALE;, + AINVFG,,) — (SALE;, — OIBDP;, — XLR;,) (2)

= OIBDP,, + AINVFG,, + XLR;, 3)

In Eq. 2 the first term in parentheses measures the value of production (where
SALE,;, denotes the gross sales of firm i in year t and AINVFG;, denotes the change
in inventories of finished goods), and the second term measures the cost of interme-
diate goods, defined as sales less profits and labor costs.” We capture profits using
operating income before depreciation (OIBDP), which measures total sales after the
costs of goods sold and after general and administrative expense. Labor costs (XLR)
measure the annual cost of employees” wages and benefits.® Simplifying the expres-
sion in Eq. 2 shows that value added is the sum of payments to capital, payments to
labor, and changes in inventories of finished goods (Eq. 3). In turn, the profit share
of firm i in year ¢ is one less the ratio of labor costs (XLR) to value added, where
value added depends on profits, labor costs, and inventories of finished goods.

We, next, use the method in Donangelo et al. (2019) to calculate labor share
measures for observations that do not report labor costs. As noted above, only a
small share of firm-year observations report labor costs (11.03% of the sample).
To address this limitation of the Compustat data, Donangelo et al. (2019) present
a method of imputing the labor share based on industry-level averages, which they

7 Following Donangelo et al. (2019), we set AINVG;,, to zero when either INVFG, , or INVFG
ing.

8 Because the variable XLR includes all labor costs, including those for supervisory workers, it implies
an upper (lower) bound on the labor (profit) share.

14—1 1S Miss-
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show has a strong and highly statistically significant correlation with Census-based
measures of the labor share and which they conclude is an appropriate measure of
the labor share for researchers using Compustat data. For each firm i with missing
labor expense data, we impute labor expense using the average wage across the j
firms in that industry k that do report labor expense in year ¢ (Wage,) and average
employment (EMP) in firm i between years  — 1 and ¢:

imputed

Laborexpense,
it

x (EMP;,_, + EMP;,
= Wage, - > -

—k
where Wage, is the average of:

XLR;,
EMP;,_,+EMP;,

Wagej’, = >

across the j firms in each industry k that report labor expense. We use average
employment between years ¢ — 1 and ¢ because employment is reported as year-end
values and classify each industry k using 2-digit SIC codes that distinguish 67 indus-
tries in our sample.” We use these imputed labor costs to calculate value added and,
in turn, the labor and profit shares for firms with missing values of XLR.

In turn, we measure the investment share, which is the numerator of the Baran
ratio, as capital expenditure (CAPX) relative to value added.'® Finally, we aggregate
these firm-level Baran ratios using a trimmed industry-level mean by, first, trimming
the firm-level measures of the Baran ratio to account for outliers and, second, aver-
aging at the industry level by 2-digit SIC codes.!! To ensure that the industry-level
measure of stagnation tendency is fully exogenous to the individual firm, we exclude
each individual firm from the calculation of the industry average that is applied to
that observation. As such, this variable allows us to consider the hypothesis that
industrial stagnation contributes to rising shareholder payouts, while mitigating

° The employment variable includes all employees of consolidated subsidiaries; part-time and seasonal
employees; officers; and full-time equivalent employees. It does not include consultants, contract work-
ers, or employees of unconsolidated subsidiaries. While there is no way to distinguish between part- and
full-time employment using Compustat data, Donangelo et al. (2019) show that this measure of aver-
age employment provides a good proxy for labor costs. Donangelo et al. (2019) use the Fama—French
17-industry categories; our measure of the Baran ratio is robust to these classifications. We use 2-digit
SIC codes to ensure comparability with the rest of our analysis, below.

10" We, also, compare our main econometric results to an alternative measure of the Baran ratio that does
not rely on this imputation method, defined as investment relative to the sum of profits and the change in
inventories (see Appendix Tables 8, 10, and 11). In the main body of the paper, however, we define the
profit share as the residual of the labor share to explicitly emphasize the role of increased worker exploi-
tation (i.e., stagnant wages despite rising productivity) (Kotz 2008) in driving the stagnation tendency
emphasized in this paper.

11 The first two digits of SIC codes distinguish major groups within economic divisions (e.g., the chemi-
cals industry is a major group within the manufacturing division). We use SIC codes because Compustat
has a far higher incidence of missing NAICS codes. However, the regression results are highly robust to
2-digit NAICS classifications.
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reverse causality concerns stemming from the fact that higher shareholder payouts
restrict an individual firm’s available funds for investment.

In Fig. 1, we plot the industry-level Baran ratio, averaged across industries in our
sample, between 1971 and 2019. This figure shows a marked decline in the Baran
ratio across US industries after the early 1980s, from an average of 72.1% during
the 1980s to an average of 51.9% after 2010, with the majority of this decline tak-
ing place during the 1980s and 1990s.'? Thus, while almost three quarters of sur-
plus is allocated towards investment during the 1980s, this share subsequently falls by
almost thirty percent, with only half of surplus allocated towards physical investment
in more recent years.'® This trend is consistent with Xu’s (2019) aggregate results for
the US economy, which show the Baran ratio rising during the (late) 1970s before
trending downwards after 1980 and settling at a lower level since the mid-2000s.

This decline in the Baran ratio suggests a tendency towards stagnation in the
post-1980 US economy, wherein declining investment opportunities within US
industries have led capital to seek alternative routes for surplus absorption (Baran
and Sweezy 1966). This trend, also, occurs as concentration and monopoly power in
the US economy rise (Grullon et al. 2019; Davis and Orhangazi 2020) and, consist-
ent with Monopoly Capital Theory, this decline in the Baran ratio is stronger within
industries that are relatively more skewed towards large firms. Specifically, consider
a measure of within-industry skew defined as the ratio of assets at the top 20th per-
centile in an industry to assets at the 50th percentile in that industry in each year.
Industries with greater skew in total assets (or, more within-industry size inequal-
ity) are arguably characterized by more monopoly power. Among industries with the
greatest skew (in the top 20% of industries ranked by skew), the Baran ratio declines
from an average of 82.3% in the 1980s to 40.4% since 2010. Conversely, the Baran
ratio of the median industry when ranked by skew is far more stable, averaging
68.6% in the 1980s and 58.6% since 2010. Thus, industries with greater inequality in
total assets — or, conversely, more monopoly power — drive the post-1980 decline
in the Baran ratio across the US nonfinancial corporate sector shown in Fig. 1.

2.2 Shareholder payouts and stock repurchases

Next, we turn to shareholder payouts. A major strand of the literature on financializa-
tion emphasizes that shareholder orientation — and, in particular, growing managerial
attention to stock-based indicators of firm performance — is a defining aspect of the
financialization of US nonfinancial firms (e.g., Aglietta 2000; Lazonick and O’Sullivan
2000; Stockhammer 2004; Crotty 2003; Davis 2017). The growing entrenchment of
shareholder value orientation has been supported by a series of wide-reaching institu-
tional and regulatory changes including the emergence of an active market for corporate
control (Fligstein 1990; Aglietta and Bretton 2001); growth in institutional investors and

12 This trend occurs across sectors; thus, the declining across-industry average is not the artifact of a
major decline within a single large industry or sector (such as manufacturing).

13 In Figure 5 in the appendix, we plot the evolution of the numerator (investment share) and denomina-
tor (profit share, or surplus) of the Baran ratio. These trends highlight that, while both a falling numerator
and rising denominator contribute to the declining Baran ratio over this period, the profit share plays a
particularly key role. Thus, the falling Baran ratio reflects, in large part, a falling labor share of income.
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Fig. 1 Industry-level Baran
ratio, average across industries
(1971-2019). Notes: This figure
shows the industry-level Baran
ratio (the investment share

of surplus), averaged across
industries between 1971 and
2019, and shown as a percent
(%). Industries are defined using
2-digit SIC codes. For details on
the sample and variable defini-
tions, see Sect. 2

70
L

Baran ratio (%)
60
L

T
1970 1980 1990 2000 2010 2020
Year

increasingly short-term stock ownership (Aglietta 2000; Crotty 2003); and an expansion
in stock-based executive pay (Lazonick and O’Sullivan 2000).'* Together, these changes
have generated a shift in managerial priorities towards greater emphasis on shareholder
interests and, in particular, the interests of short-term shareholders (e.g., Stout 2012).

In turn, the entrenchment of shareholder value norms is reflected in firm financial
behavior, including a post-1980 expansion in shareholder payouts driven, specifi-
cally, by own-stock buybacks. In fact, growth in repurchases has been so dramatic
that net equity issues of the US nonfinancial corporate sector are negative in much
of the post-1980 period (see Lazonick 2014). We show this trend in Fig. 2, which
plots net equity issuance as a share of outstanding equity between 1971 and 2019
and which highlights that — in most years after 1983 — the nonfinancial corporate
sector repurchased more from the stock market than it issued in new stock.!> As
such, the standard logic wherein the stock market acts as a source of funding for
nonfinancial firms has flipped: nonfinancial corporations now pull more out of the
stock market via repurchases than they receive in new financing.

We, also, show the evolution of shareholder payouts at the firm level in
Fig. 3. To begin, consider the solid black line in Fig. 3a, which plots total share-
holder payouts over time. Total shareholder payouts include both repurchases
and dividends, where repurchases are any use of funds decreasing a firm’s
outstanding common or preferred stock (Compustat variable PRSTKC) and
dividends measure total cash dividends on both common and preferred stock
(DV). We normalize each series by total assets to capture firm size and plot
yearly weighted means across all firms in our sample.!® Figure 3a shows that

14 For a survey discussing this institutional evolution in more detail, see Davis (2017).

15 Net equity issuance is new stock issues (Compustat item SSTK) less gross repurchases (PRSTKC),
normalized by total equity (SEQ). To aggregate each component variable, we first sum across all firms in
each year, and then construct the final series. This series, therefore, measures net equity issuance at the
sector level.

16 When interpreting magnitudes, note that shareholder payouts are part of a firm’s cash flows and,
therefore, are not shares of assets. Normalizing by total assets ensures that the ratios in Fig. 3a are posi-
tive for each firm in each year, thereby avoiding complications in interpretation of the results that arise
when normalizing by firm-level equity (which can be negative). The overall trends, however, are insensi-
tive to this choice of normalization.
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Fig.2 Net equity issuance

(1971-2019). Notes: This figure M 7%
shows net equity issuance as a ]
percent of outstanding equity.
The series is calculated as total
equity issuance (Compustat item
SSTK) less gross repurchases
(PRSTKC) relative to total out-
standing equity (SEQ) in each
year between 1971 and 2019,
with each variable summed
across all firms in our Compus-
tat sample. For details on the
sample, see Sect. 2

Percent

T T T T T
1970 1980 1990 2000 2010 2020

total shareholder payouts rise 60% between the 1970s and the post-2010 years,
when they average 2.8% and 4.4% per year when normalized by assets, respec-
tively. This rise in shareholder payouts is consistent with the entrenchment of
shareholder value norms over this period, and a corresponding shift in corpo-
rate governance strategy towards one increasingly oriented towards generating
shareholder returns.

Figure 3a, also, highlights that buybacks are an increasingly preferred method
of distributing payouts to shareholders by US firms. In fact, the post-1970
increase in total payouts is driven entirely by repurchases. Figure 3a highlights
that repurchases first rise appreciably in 1983, following the implementation of
SEC Rule 10b-18, which protects managers from insider trading charges when
repurchasing shares (Grullon and Michaely 2002; Davis 2016). Thereafter, repur-
chases measured relative to assets rise ten times, from close to zero through the
1970s to an annual average of 2.2% in the 2010s. In contrast, dividend payouts
decline modestly between the early 1980s and early 2000s, thereby somewhat off-
setting this rise in shareholder payments. Despite a modest recovery after 2000,
post-2010 dividend payouts remain lower than they were in the early 1970s (div-
idends fall from an average of 2.5% relative to assets between 1971 and 1979
to 1.9% since 2010). Accordingly, the weight of dividends in total shareholder
payouts diminishes markedly after 1970: while dividends account for 92.1% of
shareholder payouts in the 1970s, this share falls to 62.6% by the 1990s and to
44.0% since 2010.

The growing centrality of repurchases is consistent with post-1980 insti-
tutional changes in the USA that encourage managerial attention to the
stock price as a primary metric of shareholder value. The fact that repur-
chases, unlike dividends, can (at least temporarily) drive up a firm’s stock
price implies that, in the era of shareholder value ideology, each dollar of
shareholder payouts does not equivalently raise the key metric of share-
holder value, namely, the stock price. These patterns are, furthermore, con-
sistent with evidence that US firms repurchase shares with funds that would
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Fig.3 The evolution of shareholder payouts (1971-2019). a Shareholder payouts relative to total assets.
b Shares of firms making shareholder payouts (%). Notes: This figure shows the evolution of buybacks,
dividends and total payouts (the sum of buybacks and dividends) across firms between 1971 and 2019.
Panel (a) shows the magnitude of payouts relative to total assets, where each series is shown as across-
firm yearly weighted means. Panel (b) shows the annual share of firms (as a percent) that repurchased
stock, payed dividends, and that made any type of shareholder payout (repurchases and/or dividends).
For details on the sample and variable definitions, see Sect. 2

otherwise be used for dividends (Skinner 2008; Grullon and Michaely 2002;
Jiang et al 2013)."7

The importance of repurchases is, also, corroborated by the shares of US non-
financial corporations paying dividends and repurchasing stock annually, shown in
Fig. 3b.!® These trends highlight that the annual share of firms repurchasing stock
increases markedly from the 1980s and accelerates after 2009, from an average of
30.1% of firms in 1980 to 70.2% in 2019. Thus, there is a marked increase in both
the annual share of firms repurchasing stock and in the average size of these repur-
chases. At the same time, while three quarters (75.1%) of firms make dividend pay-
ments in 1971, this share falls through the 1990s to barely more than a third (35.3%)
of firms at its minimum in 2003. Thus, during the decades that shareholder value
ideology first becomes entrenched, firms’ propensity to pay dividends declines and,
despite a recovery after 2003, there is a clear and substantive decline in the share of
firms making dividend payments over the shareholder value era. The evolution of
firms’ propensities to make repurchases versus pay dividends captures the impor-
tance of repurchases as a key indicator of shareholder value orientation.

17 Tax code changes may, also, have played a role in this substitution of share repurchases for dividends.
First, capital gains are taxed at more favorable rates than ordinary income (which includes dividend
income), creating an incentive for managers to substitute share repurchases for dividends to maximize
shareholder returns (Grullon and Michaely 2002). Even after the Tax Reform Act of 1986 reduced the
relative tax advantage of capital gains, the gap between these two tax rates remained. Second, a 1993
change to the tax code stipulating a $1 million cap on the tax deductibility of nonperformance-based pay,
without a similar cap on “performance-based” pay (including stock-based pay that increases with the
stock price) also reinforced growing managerial orientation to shareholder value and the stock price as
measures of firm performance (Stout 2012; Davis 2016).

'8 Because a firm can repurchase shares and pay dividends in the same year, the sum of the shares of
firms repurchasing shares and paying dividends will generally not equal the share of firms making any
shareholder payouts.
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2.3 Industrial stagnation and shareholder value orientation?

These trends in the Baran ratio and shareholder payouts point us to our main ques-
tion: Does the tendency towards industrial stagnation captured by the Baran ratio act
as an impetus for firms to turn to shareholder payouts as an outlet for surplus? To
describe the relationship between these key trends, Fig. 4 begins by presenting scat-
terplots comparing the average industry-level Baran ratio and mean shareholder pay-
outs between 1971 and 2019. In Fig. 4a we consider total shareholder payouts and in
Fig. 4b we focus on stock buybacks. Each figure, also, includes a linear best fit line
summarizing the (unconditional) correlation between these two variables. Finally,
to clarify the co-movement of these variables, we distinguish three sub-periods sug-
gested by the time path of the Baran ratio in Fig. 1. In particular, Fig. 1 indicates
that the Baran ratio first rises through the 1970s to reach 70.4% in 1980, falls rapidly
between 1980 and 2003, and is then largely steady at an average of 50.9% since 2003.

Figure 4 suggests a negative correlation between the average industrial Baran ratio
and both total shareholder payouts and repurchases. During the 1980s and 1990s, as the
average across-industry Baran ratio declines and payouts rise, we move up and to the
left along these best-fit lines. Since 2004, the Baran ratio is steady and lower, generat-
ing a cloud of points towards the upper left corner of the scatterplots. Thus, as the Baran
ratio falls after 1980, indicating a decline in the average allocation of surplus to capi-
tal accumulation across US industries, the average firm’s allocation of surplus towards
shareholder payouts — and, in particular, buybacks — rises. In contrast, the 1970s were
a period of low buybacks and a rising Baran ratio; these years lie consistently below
the best-fit lines. Finally, the best-fit line in Fig. 4a for total shareholder payouts has
a higher intercept (reflecting higher total payments when aggregating repurchases and
dividends) but a flatter slope than the best-fit line in Fig. 4b. This comparison indicates
that repurchases have a stronger unconditional correlation with the Baran ratio.
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Fig.4 Scatterplot of shareholder payouts and the industry-level Baran ratio (1971-2019). a Total share-
holder payouts. b Stock buybacks. Notes: These figures show scatterplots of the annual relationship
between the average industry-level Baran ratio and total shareholder payouts (in panel (a)) and repur-
chases (in panel (b)) between 1971 and 2019. Each figure also includes a linear best-fit line. For details
on the sample and variable definitions, see Sect. 2
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3 Empirical framework and results

Does the tendency towards stagnation captured by the Baran ratio predict the likelihood
and intensity with which firms opt to allocate funds to shareholders via repurchases? To
consider this question in this section, we present two sets of econometric specifications.
Our two-part estimation strategy accounts for that a sizeable share of firms each year
do not repurchase stock or pay dividends (as shown in Fig. 3b), implying that the zero
observations are likely governed by a different data generating process than the positive
values of payouts (Belotti et al. 2015). We, first, use a series of linear probability mod-
els to consider whether firms in industries with a greater stagnation tendency are more
likely to make these shareholder payouts. We show that a lower industry-level Baran
ratio is associated with a statistically and economically significant increase in firms’
propensities to make shareholder payouts and, in particular, to repurchase shares, both
on impact and over time. Second, we turn to the set of firms that do make these payouts
and show that — among these firms — the magnitudes of both dividends and repur-
chases are also larger, and also that a particularly substantive rise occurs in repurchases
over time as firms readjust their priorities in response to industrial stagnation.

3.1 Industrial stagnation and firms’ propensity to repurchase shares

We begin by asking whether a stronger tendency towards stagnation implies firms are
more likely to make shareholder payouts and, in particular, repurchase stock. To con-
sider this question, we estimate linear probability models that regress the likelihood that
a firm makes shareholder payouts on its industry-level Baran ratio and a set of controls:

Paidout;, = pBaran; , + B,In(Assets); , + ﬂX;J +a;+y +e;,

In this specification, the dependent variable Paidout;, is a binary variable iden-
tifying whether firm i made shareholder payouts in year ¢; Baran,, is the aver-
age Baran ratio in year ¢ across the firms in its industry k, but excluding firm i;
In(assets); , denotes the natural log of assets; and Xl' , is a vector of firm-level con-
trols.!” Note that, by excluding each firm i from the key explanatory variable
(Baran,,,), we construct this explanatory variable to be exogenous with respect to
the dependent variable (Pczialoutl-,,).20 We also control for firm fixed effects (a;) and

19 We use linear probability models rather than logistic regressions both because they have a more intuitive
interpretation and because, in our case, none of the predicted probabilities fall outside of the unit interval,
such that the estimates are considered largely unbiased and consistent. Linear probability models with robust
standard errors provide a good guide in applications for which the results do not produce a large share of
predicted values outside the zero—one range (Cameron and Trivedi 2005; Horrace and Oaxaca 2006). The
results are, however, robust to instead using a logistic specification; we report these results in Table 7.

20 Nonetheless, we avoid making causal claims in the interpretation of these regressions. If, for example,
shareholder value orientation is also clustered by industry, then reverse causality problems may persist
despite the exclusion of each individual firm from the industry-level measure. In this regard, it is relevant
to note that the descriptive evidence in Davis (2016), for example, finds that repurchase growth follows
similar trends across industries, suggesting a lack of industry-level clustering. Nonetheless, the extent to
which shareholder value orientation is clustered by industry is an important issue for future research aim-
ing to untangle causality in empirical work on financialization.
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year fixed effects (y,), and cluster standard errors at the firm level. The firm fixed
effects, in particular, control for time-invariant unobservable factors related both to
the firm itself and, also importantly, to the industry in which that firm operates.*!

In Tables 1 and 2, we show results of this specification for three versions of the
dependent variable, which measure if a firm repurchased shares (Columns 1-2), paid
dividends (Columns 3—4), or made any form of shareholder payouts (Columns 5-6).
In Table 1, the dependent variables are equal to one if firm imade shareholder pay-
outs in year ¢ and zero otherwise. In Table 2 we instead set the dependent variable
equal to one if firm i made shareholder payouts in year ¢, t + 1, and/or ¢ + 2. This
second set of specifications accounts for lags in the impact of industrial stagnation
on firm decision-making, as well as lumpiness in share repurchase plans, wherein
— even among firms that do repurchase shares — years with repurchases tend to be
followed by years without. This lumpiness suggests that a 3-year window may more
fully capture repurchase decisions than a 1-year relationship. A specifically 3-year
interval is indicated by Stephens and Weisbach (1998), who show that firms acquire
an average of 74% to 82% of the shares in their repurchase targets within 3 years of a
repurchase announcement (see also Bhargava 2010).

To begin, consider Columns 1 and 2 of Table 1, in which the dependent variable
is defined by whether firm i repurchased shares in year . The main coefficient of
interest is f#;, which describes the relationship between the average industry-level
Baran ratio and the likelihood that a firm repurchases shares. Following the dis-
cussion above, we expect that firms in industries with greater declines in the aver-
age share of surplus allocated towards physical investment are more likely to tar-
get shareholder value by repurchasing stock. In other words, a decline in the Baran
ratio can be interpreted as an industry-level signal about investment opportunities:
as other firms in firm i’s industry invest less surplus in physical capital, firms take
this as a signal that such investment is a poor use of funds and instead allocate these
funds towards shareholder payouts.

In Column 1, we begin by showing the relationship between the average industry
Baran ratio and the probability of repurchasing shares, controlling for firm assets
to capture firm size. Consistent with the hypothesis above, the key coefficient of
interest indicates that a decline in the average Baran ratio across firms in industry &
(excluding firm 7) is associated with a statistically significant increase in the prob-
ability that firm i repurchases stock. The magnitude of the estimate is, also, eco-
nomically meaningful. To highlight economic magnitudes, we report standardized
coefficients for the Baran ratio, as well as the unconditional probability of repur-
chasing shares, in the bottom panel of Table 1.22 The estimates in Column 1 indi-
cate that a one standard deviation decline in the Baran ratio is associated with a

2! Time-invariant industry-level factors beyond the Baran ratio, which may also explain a firm’s ten-
dency towards financialization, are absorbed by these firm fixed effects. We include firm-level, rather
than industry-level, fixed effects because firm fixed effects also pick up firm-specific factors that are not
captured by industry dummies.

22 The unconditional probabilities in Table 1 differ somewhat from those reported in the descriptive sta-
tistics in Appendix Table 6 because the calculations in Table 6 do not restrict to non-missing observa-
tions of the regression variables in Columns 1 and 2. These differences in sample do not affect the inter-
pretation of results.
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2.78 percentage point higher likelihood of repurchasing shares; given the uncondi-
tional likelihood that 31.1% of firms repurchase shares, this estimate is economically
meaningful.

In turn, Column 2 shows that this result is strongly robust to the inclusion of addi-
tional firm-level controls that may also explain a firm’s likelihood of repurchasing
stock, including the (natural log of) debt, the profit rate on fixed capital, and finan-
cial profitability.® Controlling for debt accounts for a firms’ capital structure and
the possibility that managers may elect to repurchase shares in order to modify the
relative shares of equity and debt (e.g., by borrowing in order to repurchase stock).
Firms with higher debt burdens may, furthermore, be more constrained in their abil-
ity to allocate funds towards shareholder payouts, all else equal. Consistent with this
expectation, the estimates in Column 2 indicate that higher debt is associated with
a lower (and statistically significant) probability of repurchasing shares. In turn, the
relationship between profitability and repurchases is a priori less clear. On the one
hand, higher profitability may capture strong firm-level investment opportunities,
independently of the average tendency in an industry to allocate surplus towards
investment. Strong investment opportunities may make firms less likely to direct
resources towards repurchases. On the other hand, by increasing the pool of avail-
able funds, higher profitability could also increase a firm’s propensity to repurchase
shares. The estimates in Column 2, however, suggest an effectively zero (albeit
imprecisely estimated) relationship between the firm-level profit rate on fixed capital
and the likelihood of buying back stock. Finally, Column 2 captures a positive and
strongly significant relationship between financial profitability and the probability of
repurchasing shares, suggesting that higher financial profitability does direct firms
towards shareholder payouts, either by increasing the pool of available funds or by
reinforcing a reorientation towards financial activities.

The results in Columns 1 and 2, therefore, indicate that firms in industries with
a stronger stagnation tendency are more likely to repurchase stock and, thereby,
target shareholder value. These results are consistent with the theoretical hypoth-
esis that stagnation is one factor underlying firms’ propensity to financialize
and, in particular, underlying the financial behavior associated with shareholder
value orientation. In the remaining columns of Table 1, we compare this result
to estimations that instead consider the probability of paying dividends or of
making any type of shareholder payout.>* To begin, consider Columns 5 and 6,
which focus on total shareholder payouts. These estimates highlight that, while a
decline in the average industry-level Baran ratio is associated with a (statistically

23 We use a log plus one transformation for debt to avoid dropping observations with zero debt from the
regression.

24 The observation count in Columns 3—4 is higher than in Columns 5-6 due to missing values. To be
included in Columns 5-6 either (i) dividends are positive (in which case repurchases can be positive,
zero, or missing), or (ii) repurchases are positive (in which case dividends can be positive, zero or miss-
ing), or (iii) both dividends and repurchases are zero. This third criterion, which avoids assuming miss-
ing values of repurchases or dividends are zero, is stricter than in Columns 1-4 (which require non-miss-
ing data on repurchases or dividends). These results are, however, strongly robust to replacing missing
values of repurchases and dividends with zeros (i.e., assuming that firms that do not report repurchase or
dividend data did not make this type of payment) and, thereby, using identical samples across specifica-
tions. We show these results in Appendix Table 9.
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significant) increase in the probability of making shareholder payouts, the mag-
nitude of this estimate is considerably smaller than in the case of repurchases.
Specifically, a one standard deviation decline in the Baran ratio is associated with
only a 0.91 percentage point higher probability of making any form of share-
holder payouts, and this estimate must be evaluated relative to a far higher uncon-
ditional probability of making some sort of shareholder payouts (53.5%). In turn,
Columns 3 and 4, which focus on the probability of paying dividends, capture an
even smaller relationship between the industrial Baran ratio and the likelihood of
dividend payouts, with a standardized coefficient of 0.38 percentage points. Thus,
Columns 3-6 of Table 1 indicate that, when firms make shareholder payouts in
the era of financialization, they aim to target the stock price, not simply release
funds to shareholders. The prioritization of repurchases over dividends is consist-
ent with the institutional changes surrounding executive pay and stock market
turnover, discussed above.

These conclusions are reinforced by the results in Table 2, which replace the
dependent variable with an indicator equal to one if firm i repurchases shares
either in year ¢, t+ 1, or t + 2. These estimations consider the possibility of a
lagged (or dynamic) relationship between the industrial Baran ratio and the
likelihood of making shareholder payouts, wherein the signal created by a fall-
ing average share of surplus reinvested in fixed capital across other firms in the
industry leads to higher repurchases either contemporaneously, or with a 1- or
2-year lag. Like in Table 1, Columns 1 and 2 of Table 2 show a negative and
statistically significant relationship between the average industrial Baran ratio
and the probability of repurchasing stock. These coefficients are, furthermore,
on a similar order of magnitude to those in Table 1, wherein a one standard
deviation decline in the average industrial Baran ratio is associated with a 2.99
percentage point increase in the probability of repurchasing shares (and 53.7%
of firms repurchase shares in at least 1 of the 3 years ¢, t+ 1, and ¢+ 2). The
fact that this magnitude is similar, despite the higher unconditional probability,
indicates that much of this relationship is driven by the contemporaneous results
in Table 1. In other words, when facing evidence of industrial stagnation over
this period, firms quickly reorient their attention to improving their stock market
performance.

In turn, Columns 3 and 4 of Table 2 turn to the probability of paying dividends
over at least one of these 3 years. Like in Table 1, these estimates suggest a nega-
tive and statistically significant relationship between industrial stagnation and the
probability of paying dividends, wherein a one standard deviation decline in the
average industry-level Baran ratio is associated with a 0.74 percentage point higher
probability of paying dividends over at least one of the next 3 years. Furthermore,
this magnitude is almost twice as large as the estimate in Table 1, indicating that
industrial stagnation not only makes firms more likely to pay dividends, but that this
relationship also strengthens over time. Even with this increase, however, the coeffi-
cient remains only a quarter as large as that for the relationship between the average
industry-level Baran ratio and the propensity to repurchase stock, suggesting that
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the key link lies in stock buybacks. Thus, these results capture that a decline in the
average industry-level Baran ratio is associated with a robust increase in firms’ pro-
pensity to make shareholder payouts that is driven, most strikingly, by an increased
probability of repurchasing stock.

In the appendix, we also show that these results are robust to alternative spec-
ifications, including a logistic specification; using an alternative measure of the
Baran ratio defined as investment relative to the sum of profits and the change
in inventories of final goods; and to specifications that impute zeros for missing
values of repurchases and dividends (to consider the possibility that firms with
missing values do not report these variables because they did not make these types
of payments).>

3.2 Does a stagnation tendency help explain the magnitude of share
repurchases?

Finally, we turn to the magnitude of shareholder payouts, to ask if the average indus-
trial Baran ratio is also associated with larger overall payouts. We estimate a similar
specification to that in Sect. 3.1, but replace the binary left-hand side variable with a
continuous variable describing the magnitude of repurchases:

In(Payouts);, = B, Baran; , + p,In(Assets); , + ﬁX; oty te,

where the dependent variable is the natural log of shareholder payouts for firm i;
the remaining regressors are defined equivalently to those in Sect. 3.1; and the log
transformation adjusts for substantial skew in the level of shareholder payouts (even
when restricting our attention to non-zero values). We, again, cluster standard errors
at the firm level.

As in Sect. 3.1, we independently analyze repurchases, dividends, and total
shareholder payouts and consider two variations of each dependent variable:
First, in Table 3 we consider the natural log of payouts in period ¢. Second, in
Table 4 we use a forward-looking 3-year moving average of payouts over years
t,t+1, and 1+ 2.2° Like in Sect. 3.1, this 3-year moving average accounts for
lumpiness in repurchase activity and considers the possibility that repurchases
rise over time in response to a decline in the industrial Baran ratio. Finally, in
each of these regressions, we restrict our attention to observations describing
firms that do repurchase shares (or pay dividends or make shareholder payouts,
depending on the dependent variable).

25 Table 7 shows estimates that use a logistic specification; Table 8 measures the Baran ratio as invest-
ment relative to the sum of profits and the change in inventories of final goods; and Table 9 shows results
that impute zeros for missing values of repurchases and dividends. In the interest of space, we only
include results for the contemporaneous version of the dependent variable.

26 To construct this variable, we assign any missing observations a value of zero to avoid restricting the
sample to firms with non-missing values of repurchases for all 3 years (¢, ¢+ 1, and t + 2).
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In Columns 1 and 2 of Table 3 we begin with results for estimations in which
the dependent variable is (the natural log of) repurchases in period ¢. Column 1,
which begins by controlling only for total assets, captures that — among firms
that repurchase shares — a decline in the average industrial Baran ratio is asso-
ciated with a positive and statistically significant increase in the level of repur-
chases. The estimate implies that a one standard deviation (0.29) decline in the
average Baran ratio across all firms (excluding firm 7) in firm i’s industry k is
associated with 6.3% higher repurchases. In Column 2, we show that this esti-
mate is strongly robust to also including the additional controls introduced in
Sect. 3.1 (the natural log of debt, the profit rate, and the financial profit rate). In
turn, Columns 1 and 2 of Table 4 show that, when we consider average repur-
chases over not just the current period but also the next 2 years, the magnitude
of this estimate increases markedly. In each case, the estimates imply that a one
standard deviation unit decline in the average industrial Baran ratio is associated
with a 9.2% rise in average repurchases over this 3-year span. Thus, these results
suggest that industrial stagnation is not only a contemporaneous signal to allocate
surplus towards targeting shareholder value, but also leads to a longer-term read-
justment of managerial priorities.

In turn, the remaining columns of Tables 3 and 4 compare these results to
those obtained when, instead, considering (the natural logs of) dividends and total
shareholder repurchases. Consider, first, dividend payments. Columns 3 and 4 of
Table 3 capture a statistically significant, inverse relationship between dividend
payments and the industry-level Baran ratio in any period ¢, and the corresponding
columns in Table 4 highlight that this relationship strengthens when considering
average dividends over a 3-year period. More specifically, a one standard devia-
tion decline in the Baran ratio is associated with a contemporaneous increase in
dividends of 5.4% and 5.5% in Columns 3 and 4 of Table 3, respectively. In turn,
the magnitude of this relationship strengthens over the forward-looking 3-year
interval, to 7.7% and 7.8% in Columns 3 and 4 of Table 4. Like with repurchases,
a tendency towards industrial stagnation is, therefore, associated with larger divi-
dend payouts to shareholders. However, while the contemporaneous coefficients
on repurchases and dividends are of very similar magnitudes (6.3% and 5.4%,
respectively), there is a greater differential between the longer-term estimates for
repurchases and dividends in Table 4 (9.2% and 7.7%, respectively). This differen-
tial captures that repurchases respond relatively more strongly than dividends to
the industrial stagnation tendency captured by the Baran ratio over time.?’

27 In Tables 10 and 11, we show these results are robust to instead measuring the Baran ratio as the ratio
of investment to the sum of profits and the change in inventories of final goods for both the contempo-
raneous dependent variable (Table 10) and the 3-year moving average (Table 11). While the coefficients
describing the contemporaneous link between this alternative measure of the Baran ratio and repur-
chases are statistically insignificant in Table 10, the sign of the estimate is preserved and total payouts
are significant. The 3-year estimates in Table 11, also, retain their statistical significance, reiterating that
a dynamic readjustment towards repurchases takes place after a decline in the Baran ratio. Finally, note
that, as we restrict the sample used for the fixed effects regressions to non-zero observations of share-
holder payouts, we do not include results imputing zeros for missing values of shareholder payouts.
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Thus, the tendency towards stagnation reflected in the declining industry-
level Baran ratio is associated with larger shareholder payouts, and, over time,
these payouts are increasingly dominated by repurchases. These results build
on the intuition from the linear probability models in Sect. 3.1, which indi-
cate that a decline in the average industrial Baran ratio increases a firm’s like-
lihood of making shareholder payouts and, in particular, repurchasing shares.
In turn, the fixed effects results indicate that, among firms that do make these
payouts, the level is also higher and rises over time. Thus, the post-1980 ten-
dency towards stagnation in the US economy has not only led more firms to
repurchase stock, but has also driven larger payouts as firms increasingly direct
their attention towards maximizing shareholder value. Finally, while firms ini-
tially release more funds to shareholders as both dividends and repurchases,
they subsequently focus their attention on buybacks, which directly target stock
price-based measures of shareholder value.

4 Discussion and conclusions

The discussion and estimation results in this paper provide empirical support for
the hypothesis that a post-1980 tendency towards industrial stagnation in the US
economy, defined as an average decline in the utilization of surplus for capital
accumulation within an industry, contributes to both the likelihood that firms
buyback stock and to the magnitude of shareholder payouts. We, first, show that
a decline in the average share of surplus allocated towards investment within
an industry is associated with a higher probability of repurchasing shares. This
result links firms’ growing tendency to allocate surplus to shareholders via
shareholder payouts — and, in particular, via repurchases — in the era of finan-
cialization to a signal provided by a decline in the average industry-level Baran
ratio that investment opportunities within that firm’s industry are lacking.

Second, this tendency towards industrial stagnation also helps explain the
rising magnitude of shareholder payouts. A fall in the average industry-level
Baran ratio is associated with a contemporaneous rise in both repurchases and
dividends, indicating that — upon the signal that a firm’s industry is stagnating
— firms allocate more funds (conditional on firm size) towards these payouts.
This increased allocation of funds towards shareholder payouts rises over time
and, in the process, becomes increasingly dominated by repurchases. These
results suggest that, while the flexibility of dividend payments allow firms to
release funds to shareholders on impact, firms increasingly prioritize repur-
chases over time (where repurchase plans are generally announced in advance
to take place over a pre-specified number of years).

By drawing a new empirical link between industrial stagnation and finan-
cialization in the post-1980 US economy, these results provide empirical
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support for an important theoretical hypothesis regarding the drivers of the
financialization of nonfinancial firms. In doing so, these results complement
the existing literature on financialization. To date, this literature has focused
largely on the consequences of increasingly “financialized” firm behavior,
finding evidence, for example, that greater financial payouts and/or repur-
chases are associated with an investment slowdown (see, e.g., Stockhammer
2004; Orhangazi 2008; and Davis 2018 in the US context). Less empirical
work has focused, however, on the factors that have generated increasingly
“financialized” firm behavior. The most well-developed explanation lies in
a wide-reaching set of institutional and regulatory changes that have both
encouraged and made it easier for managers to repurchase stock. As discussed
in Sect. 2.2, above, these changes include a growing market for corporate con-
trol, changes in SEC rules and regulations, and the emergence of stock-based
executive pay.

Our results add an additional layer to this interpretation: as these institutional
changes have encouraged shareholder value orientation among firm managers, man-
agers’ sensitivity to these institutional changes has also been shaped by weakening
opportunities for capital accumulation. These results, therefore, suggest that if these
institutional changes had occurred in the context of strong and growing opportuni-
ties for real investment (i.e., in the absence of stagnation), managerial responsive-
ness to these changes may have been weaker. Put differently, our results suggest that
a post-1980 stagnation tendency strengthens managerial responsiveness to these
institutional changes, further encouraging managers to release funds to shareholders
via stock repurchases.

Finally, the discussion in this paper suggests at least two directions for future
research. First, the results raise further questions about the intersection between
industrial stagnation, financialization, and rising industrial concentration.
Insofar as monopoly power creates the excess capacity that drives the stagna-
tion tendency emphasized in this paper, the results suggest a role for further
analysis of the intersection between rising industrial concentration in the US
economy and financialization. Theory, also, suggests that, while the “financial
explosion” in the post-1980 US economy has provided an outlet for surplus
absorption, these outlets may also be unstable and portend future crisis (e.g.,
Foster 2008). This possibility raises important questions about the interac-
tions between financialization, instability, and the tendency towards stagnation.
Second, the results in this paper raise questions of whether differing degrees
of industrial stagnation across economies help explain differing degrees of
financialization. While our analysis (and data) is specific to the US case, the
mechanisms we explore raise the possibility that differing degrees of stagnation
across countries may also contribute to different trajectories of, or experiences
with, financialization. The relationship between stagnation, stages of economic
development, and financialization in a comparative international perspective is
an exciting area for future research.
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Table 6 Descriptive statistics

Mean St.Dev Min Max Obs

Dependent variables, LPMs

Repurchased 0.31 0.463 00 1.0 252947

Dividends 0.38 0485 0.0 1.0 263,704

Paid out 0.53  0.499 0.0 1.0 254,055
Dependent variables, FE regressions

In(Repurchased) 0.95 3.100 -7.0 11.1 78,569

In(Dividends) 2.13  2.537 -7.0 10.6 99,300

In(Pay outs) 1.81 2.890 -7.0 11.3 131,969
Explanatory variables

Baran 0.60 0.286 0.0 49 2737745

In(Debt) 3.18 2612 0.0 132 269,223

In(Assets) 4.83 2416 0.0 13.7 270,045

Profit rate —-1.35 9.653 —1335 10.0 256,202

Financial profit rate 0.03 0.066 -04 0.6 257,752

Notes: This table shows descriptive statistics for each regression
variable. We use log plus one transformations for the natural log of
debt, to ensure that observations with zero debt are not dropped from
the regressions. Because the fixed effects regressions using the natu-
ral log of payouts only focus on firms that did make payouts, we do
not use the plus one transformation for these payout variables. Since
the regression specifications use different dependent variables, we
summarize the unrestricted sample for each variable. For variable

definitions, see Sect. 2

(@) (b)
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Investment Share
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Fig.5 The investment share of value added and the profit share (1971-2019). a Investment share
of value added. b The profit share. Notes: This figure disaggregates the numerator of the Baran ratio
(capital expenditure relative to value added) in panel (a) from the denominator (the profit share of value
added, defined as one minus the labor share of income) in panel (b). Each ratio is trimmed at the 1*' and
ggth percentile to account for outliers. For variable definitions, see Sect. 2
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