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Abstract: Dividend payment policy is a significant issue ebclassical theories of
finance. One of the concepts which poses a chalémifpe neoclassical approach
to dividend payment policy is behavioural finaniceluding a catering theory of
dividends.

The aim of the article is to examine whether andviat extent the catering
theory of dividends is reflected in the behaviolisttareholders and managers on
the WSEThe opportunity to accomplish the aim of this papas conditioned by
the empirical verification of research hypothesipdating that the number of
dividend payers increases if the dividend payees@iced by the capital market
higher that the nonpayers.

The empirical verification of hypothesis was cortddcbasing on the equal-
and value-weighted dividend premium as well asdéivd payment ratios. Moreo-
ver, descriptive statistics, Spearman's rank catieh coefficient, linear regres-
sion and coefficient of determination were useck $tudy was carried out on the
basis of companies operating in the electromectani@ustry sector that were
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listed on the WSE in the period between 1999-20h8. figures were taken from
the Stock Exchange Yearbooks, Notoria Serwis databad GPWInfostrefa plat-
form.

The preliminary results of empirical research i ttange of the catering theo-
ry of dividends allow to draw a conclusion thatstltheory may be useful in ex-
plaining the dividend policy conducted by electrohamical industry companies
listed on the WSE.

Introduction

The issues of net profit distribution are amongrtiest significant strategic
decisions made at the general meeting of sharetsoldibe division of net
profit determines the conditions for the existeacel development of the
company and the growth of its competitiveness. Mdoee, it is associated
with the changes in the market value of the compahg dividend policy
remains an issue that is not fully examined andagéx@d by the theory,
despite its significant impact on the capital maneaction and the future
of company. The concept of dividend puzzle is ba&isgussed not only by
the neoclassical theory of finance, but more andenadten it is explained
by behavioural finance. Behavioural theories —udtlg the catering theo-
ry of dividends — denying the assumption of capitarket efficiency
search for the new ways of explanation of capitafket phenomena and
complement the neoclassical theories by a new apprbased on the irra-
tional behaviour of managers or investors.

Assuming that the managers of stock companies leelmaa rational
way and investors categorize the companies in tefndévidend payment,
we set the aim of the paper. This aim is to exarwhether and to what
extent the catering theory of dividends is refldate the behaviour of the
shareholders and managers on the Polish capit&emdihe opportunity to
accomplish the objective of the paper was condiibby the empirical
verification of the research hypothesis stipulatihgt the number of divi-
dend payers increases if the dividend payers acecpby the capital mar-
ket higher that the nonpayers. Such a formulatioth@ research hypothe-
sis results from the behavioural aspects of thkebktaders activities, in
particular the managers and investors behavioureWhvestors behave
irrationally (i.e. they categorize companies takingp consideration only
the criterion of dividend payment, not includingngmany’s investment
opportunities), rational managers should recomnteride general meeting
of shareholders a continuation of the dividend payt® or an initiation of
dividend in order to increase the market valuehefdcompany.
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The Essence and Place of Catering Theory
Among the Dividend Payment
Theories - a Literature Review

As part of the neoclassical theory of finance weusth distinguish three
main approaches to dividend policy. They are: rausipproach, pro-
dividend approach and anti-dividend approach (Darerd 2007, p. 1013;
Duraj, 2002, p. 124-137; Siefyzka, 1999, p. 131-151).

The representatives of neutral approach are Milldédodigliani (1961,
pp. 411-433) who proposed the dividend irrelevaheery. These authors,
assuming a strong market efficiency as well adabk of taxes and trans-
action costs, concluded that the dividend policgsdoot affect the market
value of the company. Moreover, the investors adéeferent whether they
receives income in the form of dividend or capgains. According to the
dividend irrelevance theory, the only factors thifécts the market value of
the company are the investment opportunity and emyip ability to
growth.

According to the pro-dividend approach, an increagbe level of div-
idend is usually comprehended by investors as #iy@signal sent by the
company, indicating its good financial conditionn Announcement of
dividend payment leads to the increase in demandtiares and, conse-
guently, to the growth in the market value of tlmenpany. According to
Gordon (1959, pp. 99-105) dividend payment is algoported by the fact
that along with the increase in the level of rezdirarnings cost of equity
increases because investors require an additioratipm for investment
risk associated with the uncertainty of their fetincome. The uncertain
future investment situation makes that the shadsdmsl prefer dividend
payment in regard to the possibility of achievihg potential capital gains
in the indefinite future (Lintner, 1962, pp. 24396

The representatives of anti-dividend approach belibat the dividend
payment has a negative impact on the market valubeocompany. The
reasons for this are perceived in a different faradf dividends and capi-
tal gains. If the dividend is taxed at the highwrome tax rate than capital
gains, the shareholders are not interested inelivddnd prefer to retain the
net profit (Litzenberger & Ramaswamy, 1979, pp.-163).

Among the neoclassical theories of dividend are #igese considering
the signalling theory and information asymmetryotlye(see Asquith &
Mullins, 1983, pp. 77-96; Pieloch-Babiarz, in pyinagency theory (see
Easterbrook, 1984, pp. 650-659; Jensen, 1986, ppR3-339),
the organizational life cycle (see Mueller, 1972, §99-219; Grulloret al,
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2002, pp. 387-424) and clientele effect (Dhalivealal, 1999, pp. 179-
194).

By contrast, Baker & Wurgler (2004gp. 1125-1165; 2004b, pp. 271-288
proposed a catering theory of dividends. This themsumes that the be-
haviour of stock market investors is irrational eylcategorize the compa-
nies taking into consideration only one factor diadend payment. When
deciding, investors are focused solely on the @dctividend payment.
They do not pay attention to the amount of divideagiment as well as to
the business development opportunities, the firdmandition of the com-
pany, the size of its assets, the development stiegeterprise or the sector
in which it operates. Therefore, investors divile tompanies into two
groups: dividend payers and non-payers. In tumntlhnagers behave in a
rational way. They analyse the market reactionsistisig the dividend
payment policy to the changes in investor sentintendividend payers.
The managers respond to the stock market invesieesis paying the divi-
dend if the market value of dividend payers is hagld omitting the divi-
dend payments if the market value of nonpayersgis {see Konieczka &
Szyszka, 2013, pp. 175-188). It should be addeidthizacatering theory of
dividends may be treated as an amplification oppnsity to pay dividend
concept formulated by Fama & French (2001, pp. 3-43

The catering theory of dividends has been confirmedhly in the US
market. Baker & Wurgler (2004pp. 1125-1165) — introducing the concept
of dividend premium, defined as a difference indherage market-to-book
value ratios of dividend payers and nonpayers vqutdhat the number of
dividend payers is strongly correlated with theelesf dividend premium.
The similar findings were derived from the studiesducted among stock
companies in the UK (see Fereasal, 2006, pp. 1149-1173). However, the
catering theory of dividends has not been proverthenJapanese market
(Tsuju 2010, pp. 1-14) as well as on the most dpear capital markets of
the European Union (Eije & Megginson, 2008, pp.-344). On the Polish
capital market, preliminary research was condutiedajdka (2013, pp.
141-156). The results of his study did not confttma occurrence of cater-
ing on the Warsaw Stock Exchange.

The catering theory of dividends is still being noyed and expanded
with additional factors that may determine the wiha of stock market
investors and shape the market value of the compar& Lie (2006, pp.
293-308) extended the catering model of Baker & §larrwith the amount
of dividend payment. They found that the compainiesease the level of
payment if the dividend premium increases. If tivddgénd premium de-
creases, companies reduce dividend payments afateefhem with the
share repurchasing. The issue of dividend substitwas also discussed
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by Jianget al (2013, pp. 36-50) who introduced the concepteplrchase
premium. Their research showed that if this premiarmpositive (i.e. the
companies that conduct share repurchasing ared/élyiénvestors higher
than the dividend payershanagers replace dividend payments by share
repurchasing. Similar results of empirical reseanglte also obtained by
Kulchania (2013, pp. 180-195).

Li & Zhao (2008, pp. 673-694) extended the catermaglel with a vari-
able describing the risk. They proved that whencgital market valuates
the dividend payers, it considers the changesocksiarket sentiment and
investment risk. Their findings were confirmed byldrg & Prabhala
(2009, pp. 79-116) who observed that after the reodgtension by adding
individual and systematic risk the dividend premioeased to be relevant.
On this basis, they formulated the conclusion thatdividend premium is
a measure of risk.

Denis & Osobov (2008, pp. 62-82), in turn, provieattthe propensity to
pay dividend depends mainly on such factors as:cctmpany’s size, its
development opportunities and its profitability. [Bgs extent it depends on
the level of dividend premium. Also, Julio & Ikenbg (2004, pp. 89-100)
drew attention to the size and age of the comp@hgy showed that the
effect of catering theory of dividend disappearsh# model is extended
with these two additional variables.

Another variable that may complement the modeddgslation. Ferrigt
al. (2009, pp. 1730-1738) proved that the cateringrthef dividends ap-
plies mainly to those legal systems that take gusr@ of minority share-
holders. This situation occurs, for example, in Nerdic countries. De
Rooij & Renneboog (2009, pp. 215-238) also focusedhe legislation.
These authors conducted research on the Dutch mnditkey proved that
stock companies initiate dividend payments to compte the minority
investors for having few rights and decision pa$iis.

Methodology of the Research

The empirical research was conducted basing orodipanies operating in
the electromechanical industry sector that wetedi®n the Warsaw Stock
Exchange in the period between 2000-2013. Due @¢ontbthodology of
research, the calculations were also carried qu1989. The figures were
taken from the Stock Exchange Yearbooks, NotoriewiSeSA database
and GPWInfostrefa platform.

Empirical verification of the research hypothesmsweonducted mainly
on the basis of the methodology proposed by Bak&v&gler (2004a, p.
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1133). In the first stage of the study, we detesdiseparately for each
year the number of companies paying dividend {he.companies initiat-
ing and continuing payments) as well as the nurobeompanies not pay-
ing dividends (i.e. the companies omitting dividggayments and not pay-
ing dividend at all). Moreover, the structure oésk companies was exam-
ined.

Then, the basic dividend payment ratios were catedl We used three
ratios proposed by Baker & Wurgler (2004, p. 1183) six author’s ratios,
including four total structure ratios (see Table These additional ratios
were added in the hope of a fuller study of theiassf shareholders’ and
managers’ behaviour on the Warsaw trading floor.

Table 1.Basic dividend payment ratios

Dividend payment initia- Init New Payers,

tion ratio ) Total Nonpayers,_, — Delist Nonpayers,
Dividend payment contin- Cont Old Payers,

uation ratio Total Payers,_, — Delist Payers,
Dividend payment ratio of List List Payers,

newly listed companies List Payers, + List Nonpayers,
Dividend payment omis- Omit New Nonpayers,

sion ratio Total Payers,_, — Delist Payers,
Share O,f new dividend . New Payers, + List Payers,
payers in the number of Init Share -

total payers 0ld Payers, + New Payers, + List Payers;
Share of dividend payers in Total Payers,

a total number of compa- Pay Total

nies in sector Total Payers, + Total Nonpayers,
Share of new payers in a . New Payers, + List Payers,
total number of companieg Init Totak

in sector Total Payers; + Total Nonpayers,
Share of companies con-

tinuing dividend payments| oo Old Payers,

in a total number of com- Total Payers, + Total Nonpayers,
panies in sector

Share of companies omit-

ting dividend payments in Omit Total New Nonpayers, + Delist Payers;
a total number of compa- Total Payers, + Total Nonpayers,
nies in sector

Symbols:

Total Payerst — the companies paying dividendeiaryt, Total Nonpayerst — the companies not paglimglend in

year t, New Payerst — the companies paying didldaryear t and not paying it in year t-1, New Nayperst — the
companies not paying dividend in year t and payirig year t-1, Old Payerst — the companies payliwidend in

year t and in year t-1, Old Nonpayerst — the cangsanot paying dividend in year t and in year Li$t Payerst — the
companies paying dividend in year t and not ingample in year t-1, List Nonpayerst — the comgsmiot paying
dividend in year t and not in the sample in year Belist Payerst — the companies paying dividemd delisted in
year t, Delist Nonpayerst — the companies notrgagiividend and delisted in year t.

Source: own study on the basis of Baker & Wurg@&04, p. 1133).
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In the next stage of the study, the dividend premiuvas calculated. It
was defined as a difference in the average pridmtk value ratiosp/BV)
of dividend payers and nonpayers. The dividend premwas calculated
using two formulas, i.e. formula for equal- andueaiveighted dividend
premium (compare Kowerski, 2011, p. 91).

The formula for equal-weighted dividend premiumyeart is as fol-
lows:

1 NP, L NN,
D-ND _ p, _ Z P
EWpM = o Z(EW 574~ W, 2, W i) v
i= n=

where:

EWp,2~NP_ equal-weighted dividend premium at the end of yea

(EW ;4‘/) i+ — the value of price-to-book ratio at the end exirg for i payer,
(EW ;4‘/) n,t — the value of price-to-book ratio at the end adntdor n nonpayer,

NP, — the number of payers in ydar
NN, — the number of honpayers in yeéar

The formula for the value-weighted dividend premiisnas follows:

NP; NN

_ 1 p 1 p
VWpP~ND = V—PtZ[UPi,t (VWW) il — V—NtZ[Wln,t wvw W) nel
1= n=

where:

VWp,P~NP— value-weighted dividend premium at the end of yea

ww B’iv) i+ — the value of price-to-book ratio at the end ediry for i payer,
ww B’iv) nt — the value of price-to-book ratio at the end adrtdor n nonpayer,

vp;. — capitalization at the end of yeaof i payer's shares,
vn, . — capitalization at the end of yeasf n nonpayer’s shares,
VP, — capitalization at the end of ydaof all payers,

VN, — capitalization at the end of ydaof all nonpayers,

NP, — the number of payers in ydar

NN, — the number of nonpayers in year

Next, we determined the median for the dividendrpuen (calculated
according to both formulas) and divided the redeamriod into the years
of relatively high and relatively low dividend pramm. The years of rela-
tively high dividend premium are these years foiclvithe dividend pre-
mium was higher than the median. Otherwise, it thiasyear of relatively
low dividend premium. Assuming that the divideng/mant decisions are
based on the historical data it was supposed tieaketel of dividend pre-
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mium in one year affects the dividend payment degcign the following
year.

In the next stage, the average values of dividemygiment ratios for
years of relatively high and relatively low dividkpremium were com-
pared. Moreover, medians and standard deviatiome waculatedThen,
we determined Spearman’s rank correlation coefficietween the equal-
and value-weighted dividend premium and dividenghpent ratios. These
actions were undertaken in order to examine theroecce of dependence
between the relative market value of dividend psuerd propensity to pay
dividend.

In the last part of the study, four models of linesgression were used.
These models describe the relationship betweernlithéend premium in
yeart-1 (calculated in two ways) and the valuelmt, Cont, List andOmit
ratios in yeat (see Table 2).

Table 2. Linear regression models for the catering thednjividends

Dividend premium
Equal-weighted Value-weighted

Init, = a + BEWR."NP + & | Inity= a + AVYWRPNC + g,

Dependent variable

Dividend payment initia-
tion ratio

Dividend payment continy
ation ratio

Dividend payment ratio of]
newly listed companies
Dividend payment omis-
sion ratio

“Cont=a +PEWRLNP + ¢ | Cont=a + VWRPNP + g

List = a + SEWR"NP + | List=a +VWR.ONP + ¢,

Omit = a + SEWR,PNP + ¢ | Omit= o + VWR PP + ¢

Source: own study.

Characteristics of the Companies Operating
in the Electromechanical Industry Sector
in the Period Between 1999-2013

In the majority of years of research period, amoogpanies operating in
the electromechanical industry sector dominatedieind nonpayers. Most
of companies did not decide to conduct a dividepaigment during the
economic downturn, i.e. between 2007-2010. Theessiee increase in
the number of dividend payers have been observer 21007. In the last
three years of the research period, the numbeivifeshd payers and non-
payers was at a similar level. The only years inctvinelatively more com-
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panies conducted the dividend payment were 20112€4@ (14 and 15
companies, respectively). In the period betweer932013, a horizontal
trend line was observed for nonpayers, while ferdividend payers linear
trend was increasing (see Figure 1).

Figure 1. The number of dividend payers and nonpayers intreleechanical
industry sector in the period between 1.92®13
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Source: own study on the basisStbck Exchange Yearbooks, Notoria Serwis SA and
GPWiInfostrefa.

Among the dividend payers dominated those compahggswere con-
tinuing dividend payments. This may denote theiltiabf dividend policy
in the analysed sector. In 2003 and 2007, all conmegathat paid the divi-
dend did the same in the previous year. It shoelddided that these were
only 2 and 3 companies, respectively. The largestber of companies
continued dividend payments in the last four yedrsesearch period. In
2010, the share of companies continuing the diddeglyments in a total
number of dividend payers amounted to 70% (7 comesgnin 2011 stood
at 64% (9 units), in 2012 was equal to 69% (9 @miges) and in 2013
reached the level of 60% (9 companies). In 2001 20@P, the share of
companies continuing the dividend payment in al totamber of analysed
companies was the lowest. In 2001 it amounted % aBd in 2009 it stood
at 38% (1 and 3 companies, respectively).

The second largest group of dividend payers comgraf the compa-
nies that did not pay dividend in the previous y&dreir largest share in
total payers was observed in 2001 and amounte8% h 2004, 2008 and
2009, this share stood at 50%. The majority of ceomgs, that in the previ-
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ous year did not pay dividend, decided to pay thimlast year of analysis,
i.e.in 2013. It was 5 companies (33% of the stiayp).

In the entire research period, only three compathiasin a given year
were newly listed on the main market of the War&iack Exchange (in-
cluding those companies passing from NewConnecketarpaid a divi-
dend in the same year. In 2009 it was Centrum Kl8Aa in 2011 it was
Zamet Industry SA and in 2013 it was Newag SA. QGorg company paid
dividend and then, in the same year, was excludau stock exchange
trading. This occurred in 2012 (see Figure 2) drd dompany was Cen-
trum Klima SA.

Figure 2. The number and structure of dividend payers intedetechanical indus-
try sector in the period between 192913
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Source: own study on the basisSibck Exchange Yearbooks and Notoria Serwis SA.

Among dividend non-payers dominated those compathias did not
distribute cash to shareholders in the previous.ydast of such compa-
nies were observed in 2001 (93% of the study pdiomlg in 2011 (86%),
in 2008 (83%) and in 2010 (83%). In 2008 and 2@&é&,majority of com-
panies continued strategy of so called zero diddpayment policy (15
companies per year). Most companies omitted diddeyment in 2012 (4
cases) as well as in 1999, 2000 and 2009 (3 compaar year). However,
in the 2004, 2005 and 2013 none of the companigsgaividend in the
previous year decide to discontinue the paymené [ahgest number of
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newly listed companies that did not pay dividendwaserved in 2007 (7
cases, accounting for 32% of nonpayers in this)yeéar2008 and 2009,
there were 3 such cases per year. In 2005 and 284 ®bserved 2 such
cases per year. Moreover, there were just a fewpaaras that did not pay
dividend and were delisted in the same year. 220004 and 2010, there
were two such cases per year, and in 2003, 20@x, 26d 2013, we ob-
served only one such case per year (see Figure 3).

Figure 3. The number and structure of dividend nonpayersléat@®mechanical
industry sector in the period between 192913
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Source: own study on the basis of Stock Exchangebt®ksand Notoria Serwis SA.

The highest percentage of companies initiating dividend payment
was observed in the last years of research pdbimtiend payment initia-
tion ratio reached the highest value in 2013, wB@d6% of the previous
nonpayers initiated dividend payments. In 2012, leie ofInit; stood at
23,08%, while in 2009 and 2011 this ratio amourite@2,22% per year.
The lowest value of this ratio was equal to 0%. &lohthe previous non-
payers decided to initiate dividend in three lasirg of research period, i.e.
in 2003, 2005 and 2007. The average annual divigeyinent initiation
ratio reached the level of 13,87%, its standardatien stood at 10,55%
and median amounted to 15,59% (see Table 3).
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All companies paying the dividend in yeat decided to continue the
payments in 2004-2005 and in 2008. The high vafuéivadend payment
continuation ratio was observed in 2011 (this ramoounted to 90%) and
in 2010 (this ratio reached the level of 87,5%)tHa last two years of the
study the value o€ont amounted to 69,23% per year. In the period be-
tween 2000-2013 the average annual dividend paywc@ntinuation ratio
stood at 72,57%, median reached the level of 758cstandard deviation
amounted to 21,74% (see Table 3).

Table 3.Measures of dividend payment in the period betwa0-2013 (in %)

Dividend payment ratios
Years . . . Init Pay Init Cont | Omit
Init, | Cont | List | Omit Share, | Total; | Total; | Total, | Total;

2000 588 2500 0,00 750Q 50,00 1053 5,26 5,26 15,79
2001 17,65 50,00 x| 50,00 75,00 21,08 1579 5,2 5,26
2002 7,69 75,00 x| 2500 25,00 21,08 5,26 15,79 5,26
2003 0,00 50,00 x| 50,00 000 11,74 0,00 11,7 11,74
2004 15,38 100,00 X 0,00 50,00 26,69 13,33 13,33 0,00

2005 0,00 10009 0009 000 000 26674 000 26674 0,00
2006 9,09 75,00 0,00 250Q 2500 26,64 6,67 2000 6,67
2007 0,00 7500 0,00 250Q 0,00 1364 0,00 13,64 4,55

2008 15,79 100,00 0,00 0,00 50,00 25,00 1259 1250 0,00
2009 22,22 50,00 25,0Q 50,00 6250 2857 17,86 10,71 10,71
2010 16,67 87,50 x| 12,50 30,09 35,713 10,74 250Q 3,57
2011 22,22 90,00 50,00 10,00 35,74 51,85 1853 33,33 3,70
2012 23,08 69,23 x| 30,79 23,08 48,15 11,11 33,33 18,57
2013 38,46 69,23 33,33 30,74 40,00 51,74 20,69 31,03 3/45
Mean 13,87 72,54 1354 27,43 33,31 2850 9,84 18,40 6,37

Median| 1559 75,00 1354 2500 32,86 26,67 10,91 14,71 4,90
SD 105% 21,74 186Q 21,74 2243 1331 685 9,48 558

Source: own study on the basis of Stock Exchangebt@ks and Notoria Serwis SA.

In the case of companies that were listed on thessMatrading floor
for the first time, most of them paid dividend 812 (50% of newly listed
companies). The high value bfst, was also observed in the last year of
research period. In 2013, this ratio stood at 3&,3Bloreover, in most
years of the analysed period the valud.ist; was equal to 0% or — due to
the lack of newly listed companies in electromeatenindustry sector
— impossible to calculate.

The highest value of dividend payment omissiororatas observed in
2000 when 75% of dividend payers refrained fromd#ind payments. In
2001, 2003 and 2009, the valueQ@rhit stood at 50% and in 2012-2013 it
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was equal to 33,77% per year. The average annug wd dividend pay-
ment omission ratio amounted to 27,43%, mediands&a®5%, and stand-
ard deviation reached the level of 21,74%.

The analysis of share of the companies initiatingddnd payments in
the total number of payers showed that the valugibfShare was the
highest in 2001. It was equal to 75%. The high eatithis ratio was also
observed in 2009, when 62,5% of dividend payers@aued for the com-
panies initiating the dividend payments. In 2000042 and 2008, the value
of Init Share stood at 50% per year. The average value of tlis veas
equal to 33,31%, median reached the level of 32,868% standard devia-
tion was 22,45%.

Analysing the share of dividend payers (including tompanies initiat-
ing and continuing payments) in the total numberarhpanies operating in
electromechanical industry sector, it should beeddhat relatively many
companies paid dividend in the period between 2R093. The highest
value ofPay Total was observed in 2011 and 2013 (51,85% and 51,72%,
respectively). In the research period, the dividgragers accounted for
28,5% of the companies operating in the examinetbseMoreover, in
half of the years at least 26,67% of companies gizidend.

The companies that initiated dividend payments act=d for 9,84% of
the study population, and the companies that coetirdividend payments
accounted for 18,4% of the total number of compmanidedian was at the
level of 10,91% and 14,41%, respectively, and siethdleviation stood at
6,85% and 9,48%, respectively.

The highest value ddmit Totaj was observed in 2012. It was equal to
18,52%. In contrast, the lowest value of this ratcurred in 2004, 2005
and 2008. It stood at 0%, which means that in tlyeses no company re-
signed from dividend payment. The average anndakvef this ratio stood
at 6,37%, median reached the level of 4,9% anddatandeviation was
equal to 5,58%.

The Results of Empirical Studies on the Occurrence
of Catering Approach to Dividend Payments
on the Warsaw Stock Exchange

The highest average price-to-book value ratio,utated for dividend pay-
ers in the period between 2000-2013, was observ@®07. In this year,
the average value &Wp/BVwas equal to 3,76, and the average value of
VWp/BVstood at 4,43. The lowest average values of this, ia turn, were
observed in 2001 (0,51 and 0,58, respectively). 8terage annual value of
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EWp/BVfor dividend payers stood at 1,69 avid/p/BVwas equal to 2,38.
The median amounted to 1,67 and 2,33, respectiagly, standard devia-
tion was equal to 0,94 and 1,15, respectively.

In the case of nonpayers, the highest average wélpgce-to-book val-
ue ratio was observed in 2013. In this yéaNp/BVamounted to 3,69. In
turn, VWp/BVwas the highest in 2006. It was equal to 3,79. aherage
annual values were equal to 1,38 and 1,40, respéctiMedian stood at
1,12 and 1,18, respectively (see Table 4).

Table 4. Average equal- and value-weighted price-to-bookieahtios and divi-
dend premiums in the period between 1999-2013

Years Payers Nonpayers Dividend Premium
(EWp/BV),| (VWp/BV),| (EWp/BV),| (vWp/BV), | EWp° ™ | vwp" NP

1999 0,70 1,57 0,82 1,14 -0,12 0,43
2000 0,62 0,89 0,80 0,19 -0,18 0,70
2001 0,51 0,58 0,73 0,44 -0,22 0,14
2002 0,75 1,16 0,50 0,90 0,25 0,27
2003 1,76 2,82 0,90 1,03 0,86 1,79
2004 2,24 3,47 1,20 1,20 1,03 2,28
2005 2,13 3,82 1,47 1,72 0,66 2,11
2006 3,41 4,26 3,16 3,79 0,25 0,47
2007 3,76 4,43 2,08 2,24 1,68 2,19
2008 0,96 1,51 1,12 0,98 -0,17 0,53
2009 1,67 2,22 1,24 1,67 0,43 0,55
2010 2,11 2,41 1,13 1,18 0,98 1,23
2011 1,22 1,74 0,83 0,73 0,40 1,01
2012 1,50 2,33 1,04 1,66 0,46 0,67
2013 2,00 2,54 3,69 2,09 -1,69 0,45
Mean 1,69 2,38 1,38 1,40 0,31 0,99
Median 1,67 2,33 1,12 1,18 0,40 0,67
SD 0,94 1,15 0,88 0,84 0,74 0,72

Source: own study on the basis of Stock Exchangebt@ksand GPWInfostrefa.

The dividend premium was positive in the majorifyanalysed years. It
means that the capital market was usually pricivglend payers higher
than nonpayers. The highest dividend premium wasemied in 2007
(EWP™P stood at 1,68, andWg° was equal to 2,19). The lowest equal-
weighted dividend premium occurred in 2013. It veagial to -1,69. The
lowest value-weighted dividend premium, in turnsvedserved in 2001. It
stood at 0,14. The average annual valuEWEP™® amounted to 0,31, and
vWg NP was equal to 0,99. Median of equal-weighted divileremium
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stood at 0,40, and median of value-weighted divideremium reached the
level of 0,67.

By adopting the value of median as a referencel lef/¢he dividend
premium, which is used by the companies in thegssof deciding to pay
(i.e. to initiate or to continue dividend payments)not to pay dividend
(including dividend omissions), the research pemas divided into years
of relatively high and relatively low valuation dividend payers. For the
year of relatively high valuation of dividend pagewas considered that
year, when the dividend premium was at least etgutle median. Other-
wise, that year was considered to be the yearlatively low valuations of
dividend payers. The values of equal-weighted @indtl premium as well
as its median are shown in Figure 4.

Figure 4. The values of equal-weighted dividend premium dadriedian in the
period between 1999-2013
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Source: own study on the basis of Stock Exchangebt@ks and GPWInfostrefa.

Consistent with the catering approach, the decisiopay dividend is
made by the company on the basis of the levelwfleind premium for a
previous year. For the years of relatively high aeueighted dividend
premium were considered the following years: 200304, 2005, 2007,
2009, 2010, 2011 and 2012. This means that the aoiep should be more
likely to pay dividend in years: 2004—-2006, 2008 2010-2013 (see Fig-
ure 4). The years of a relatively high value-wedghtlividend premium are
as follows: 2000, 2003, 2004, 2005, 2007, 2010,12ahd 2012. This
means that the companies should be more likelyayodividend in the fol-
lowing years: 2001, 2004-2006, 2008 and 2011-26&8 Figure 5).
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Figure 5. The values of value-weighted dividend premium asdniedian in the
period between 1999-2013

2,40
2,00 /.\Q R
160 y \ /\
120 / N/ 0\ o
120 / A N
PP o=ty bt o i ="l
, N—%
0,00 r r . . r r . . : . . T
\qo?’ N %QQ\ & (»QQ’B NN f»@b (»QQ/\ %QQ% r&@ %Q\Q (9\\ q9\"' %Q\“’
Years

— — —Median —eo— VW pD-ND
Source: own study on the basis of Stock Exchangebt@ks and GPWInfostrefa.

The values of descriptive statistics of dividengmant ratios seem to
confirm the catering activities of managers of ktoempanies operating in
electromechanical industry sector. In the yearsetatively high dividend
premium (calculated in two ways) the average vatiésit,, Cont andList,
are higher than in the years of relatively low demnd premium. In the
years of relatively high valuation of dividend pegiemeasured with the
equal-weighted dividend premium, the average divideayment initiation
ratiowas equal to 17,95%. In the years of relatively thwdend premium,
in turn, Init; stood at 8,91% (see Table 5).

In the years of the relatively high dividend premju86,37% of divi-
dend payers decided to continue dividend paymevtie in other years
Cont was lower and amounted to 54,17%. A similar refeghip can be
observed among the companies that were listed @Wthrsaw Stock Ex-
change for the first time. On average, 16,67% ef¢hcompanies initiated
dividend payments in the years of relatively highidend premium. If the
dividend premium was low or it was negative dividemas paid only by
8,33% of newly listed companies.

Similar conclusions on the dividend catering mayltsavn by analysing
the values oPay Tota), Init Total, Cont Total andOmit Total. The cater-
ing behaviour of companies was also confirmed tgnération of the me-
dian values of these ratios in the years of redfitihigh and relatively low
dividend premium. Moreover, the compatible findingay be formulated
when using the value-weighted dividend premium {&gle 5).



Catering Approach to the Dividend Payment Policy..201

Table 5. Descriptive statistics of dividend payment ratioghe years of relatively
high and low valuations of dividend payers (in %)

Dividend payment ratios

Init Pay Init | Cont | Omit

Init, | Cont, | List | Omit, Share, | Total, | Total, | Total, | Total,

Descrip-
tive statis-
tics

Dividend
premium

Years of relatively high dividend premium
Mean 17,59 86,37 16,64 9,78 31,74 36,55 11,69 2440 7,42
Median 16,23 88,75 0,00 5,00 32,8 31,19 11,81 2583 6,67
SD 1047 12,69 21,08 11,54 1534 1133 6,08 7,85 4,83
Years of relatively low dividend premium
Mean 8,91 54,17 8,33 45,83 3543 17,71 7,36 10,41 12,38
Median 6,79 50,00 0,00 50,00 37,50 17,34 5,26 11,24 13,25
SD 8,40 17,14 11,79 17,18 29,24 6,37 7,08 3,96 4,38
Years of relatively high dividend premium
Mean 17,71 81,68 16,64 14,479 37,35 34,74 12,33 2193 6,74
Median 16,74 82,50 0,00 5,00 37,8 26,671 12,92 23,33 5,96
SD 1047 17,44 21,08 17,64 2091 12,44 6,19 10,08 4,70
Years of relatively low dividend premium
Mean 8,74 60,42 8,33 39,54 27,92 20,21 6,52 13,69 13,29
Median 6,79 62,50 0,00 37,50 27,50 17,34 5,26 12,70 13,25
SD 8,23 20,94 11,79 20,94 2329 9,30 6,25 6,00 3,22

EWp_lD-ND

VWp_lD-ND

Source: own study on the basis of Stock Exchangebt@ksand GPWInfostrefa.

The preliminary conclusions on the catering behaviof companies
should be verified by studying the dependence batwiividend payment
ratios and dividend premium. The values of Spealsneank correlation
coefficient indicate the existence of relationsbgiween the market valua-
tion of companies and the number of dividend payEne strongest unidi-
rectional dependence was observed between theedidigremium and the
number of companies continuing dividend paymentie Tvalue of
Spearman's rank correlation coefficient was equ@l 8 if calculation was
based orEWp4°"P and it stood at 0,63 ¥Wp..""° was used. A strong
unidirectional dependence was also observed bettiedividend premi-
um and value okist. It was equal to 0,6 and 0,86, respectively. Teaky
est unidirectional dependence took place in the oémit; (0,04 and 0,20,
respectively). In contrast, the strongest bidimwi dependence was ob-
served between the dividend premium and dividenytheat omission ratio
(Omit). It was equal to -0,86 and -0,68, respectivede (§able 6).
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Table 6. The values of Spearman's rank correlation coefftsiéor the dependence
between dividend premium and dividend payment satio

Dividend . . . Init Pay Init | Cont | Omit
premium Init, | Cont, | List | Omit, Share | Total; | Total; | Total; | Total,
Ewp,°™ | 0,04 | 0,78] 060/ -0,86 -0,1p 046 0713 0k6 -0/52
vwp.."™ | 0,20 | 0,63| 086 -068 009 045 027 086 -0,64

Source: own study on the basis of Stock Exchangebt@ksand GPWInfostrefa.

The unidirectional dependence between the divigeedium and the
number of dividend payers is particularly seenha tase of companies
continuing dividend payments. If the dividend payerere priced higher
than nonpayers in yedr relatively more companies continued dividend
payments in year+1. If the dividend premium was low or negative iraye
t, some of the companies omitted the dividend payrrethe following
year (see Figure 6).

Figure 6. The dividend premiunEWp.,°"° and the value ofont (one-year-
ahead)
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Source: own study on the basis of Stock Exchangebt@ks and GPWInfostrefa.

On the existence of a relationship between thdivelanarket value of
dividend payers and the number of companies comiuche dividend
payments indicates some of estimated values gbdhemetep in the line-
ar regression models (positive when the dependaridble isinit, Cont
andList, and negative in the case of varia@mit). If the dependent vari-
able is the share of companies continuing dividesygment in the yedrin
the number of dividend payers in yaal, the value of the parametgris
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positive and statistically significant at the sfggance level of 0,01. Thus,
the increase in the value of the dividend premiaedculated in two ways)
is accompanied by a relative increase in the nurabeompanies continu-
ing dividend payments. Moreover, a variability@int is explained in the
model by variability of equal-weighted dividend miem in 59% and by
variability of value-weighted dividend premium ii%.

The occurrence of the catering behaviour of comparajiso visible in
the case oOmit, for which the value of parametgiis negative and statis-
tically significant at the significance level of0Q, In this case, the coeffi-
cient of determination amounted to 51% and 45%.

If the dependent variable wédit, or List, the positive values of the pa-
rameters were observed. This may indicate the use of cagdry manag-
ers of companies operating in electromechanicalstrgl sector.

It should be noted that statistically significame tvalue of the parameter
S was obtained at a significance level of 0,05 im thse of linear regres-
sion model in which the explanatory variable Wa&/p,""° and the de-
pendent variable wasit, However, the value of the® was very low and
amounted to 5% (see Table 7).

Table 7. Estimation of linear regression models for theesefence between the
dividend payment ratios and dividend premium

Dependent Parameter g Intercept a Coefficient of
vapriable (t-Student) (t-Student) determination R?
EW | VW EW | VW EW | VW
. 028 | 021% | 0,95 | 089
Init; 107) | ©.78) | 63) | (1.96) | %09 | 005
112* | 1,09* | 2.23* | 1,68
Cont @17 | @397 | 6,02 | @57y | 9% | 057
: 027 | 014 | 010 | 012
st | (22 | ©s61) | 034 | sy | %M | 003
: 0,48% | -0,45* | 1,30* | 151*
omit (-355) | (3.10) | (6.92) | (6.09) | OO | 045

Symbols: * statistically significant at the sige#ince level of 0,01, ** statistically significant #he
significance level of 0,05, *** statistically siditant at the significance level of 0,10.

Source: own study on the basis of Stock Exchangebt@ks and GPWInfostrefa.
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Conclusions

The dividend payers operating éfectromechanical industry sector in the peri-
od between 1999-2013 were valued by the investbtseoWarsaw trading floor
higher than non-payers. The decisions on dividesygment (both continuing and
initiating dividend payments) were made more fraqjlyein the years of relatively
high dividend premium. If the dividend premium wasatively low or negative,
some of the companies decided not to pay divid8ndh behaviour of stock com-
panies may confirm that the managers take actiacaordance with the catering
theory of dividends. They cater to investors byipgylividends if the capital mar-
ket put a stock price premium on payers. They dopay dividends if investors
prefer non-payers.

The results of the study presented in this papephfthe preliminary nature, so
conclusions should not be generalized. The conduetepirical research ai@
statu nascendiso it is necessary to consider the need fontenkification
and extension as well as application of the otliidend payments ratios
and different methods of dividend premium calcolatiThere is no doubt
that research must be extended with the macroedonfattors (e.g. the
economic situation), the development and technobdgbpportunities of
sector as well as the investment strategies of aomp.
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