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Abstract

This study aims to examine whether trading strategies based on dividend yield
are effective in stock-dividend-centric markets. Using the data in the year 2003 to
2007 for the public company in Taiwan, we construct various Top 30 portfolios by
ranking the dividend-yield. Empirical results show that portfolios with
cash-dividend-yields provide significantly higher yearly average returns than those
with stock-dividend-yield, market indexes, or the other types of dividend yields. Our
results remain unchanged even after adjusting for market risks. Finally, we also
conduct a robustness test along the lines of the financial crisis of 2008, examine the
performance of portfolios over multiple years, compare alternative definitions of
dividend yield, evaluate portfolios by varying the number of constituent firms,
changing portfolio weights, and consider the transaction cost. The results indicate
that ranking on the basis of cash-dividend-yield has already conveyed a signal of

future return in diverse dividend markets.

Keywords: Dividend; Dividend yield; Double signal; Trading strategies.
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