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Determinants of Payout Policy and Investment Attractiveness of
Companies Listed on the Warsaw Stock Exchange

Aleksandra Pieloch-Babiarz?

Abstract

Research background: Making decisions concerning the payout policy depends
on many diversified neoclassical and behavioral determinants. Although these
factors are well-described in the literature, there is still a research gap concerning
the lack of a comprehensive impact model of payout policy determinants on the
investment attractiveness of shares.

Purpose of the article: The aim of this paper is to present the diverse nature of
relationships between different forms of cash transfer to the shareholders and in-
vestments attractiveness of public companies in the context of determinants of
payout policy. The possibility to achieve this objective was conditioned by empiri-
cal verification of research hypothesis stating that the diversify of payout forms is
accompanied by the different determinants of payout policy which condition an
effective investment of stock investors capital.

Methodology/methods: The empirical research was conducted on the electrome-
chanical companies which were listed on the Warsaw Stock Exchange in years
2006-2015. The data for analysis were mainly collected from database Notoria
Service SA and Stock Exchange Yearbooks. The calculations were carried out using
the methodology of taxonomic measure of investment attractiveness, as well as
dividend premium and share repurchase premium.

Findings & Value added: The final conclusion of our research is that the compa-
nies conducting the payout policy in different forms of cash transfer differ in terms
of many characteristics, such as: financial standing, market value, ownership struc-
ture, company’s size and age. Moreover, their investment attractiveness differs
according to regularity of payment, stock exchange situation and shareholders
preferences. The value added of this paper is a new approach to the evaluation of
capital investment with a special emphasis on the determinants of payout policy.

JEL Classification: G02; G10; G35

Keywords: determinants of payout policy; investment attractiveness; dividend;
share repurchase
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Introduction

The aim of this paper is to present the diverse nature of relationships be-
tween different forms of cash transfer to the shareholders and investments
attractiveness of public companies in the context of determinants of payout
policy. This intention fits into the current and significant stream of research
oriented to finding the fundamental factors determining the form, type and
way of conducting the payout policy in public companies. Furthermore, this
aim is also important due to the efficiency of capital investment. For the
implementation of the aim of this paper a research hypothesis was formu-
lated. This hypothesis states that the diversify of payout forms is accompa-
nied by the different determinants of payout policy which condition an
effective investment of stock investors capital.

Determinants of Payout Policy - a Brief Literature Review

The term payout policy has a broader meaning than dividend policy and
includes in its essence the transfer of funds to the shareholders in a form of
dividend, share repurchase, or both (Allen & Michaely, 2003, p. 337; Brav
et al., 2005, p. 484; Kulchania, 2016, p. 981). An implementation of payout
policy is conditioned by many different determinants. Among the most
frequently mentioned in the literature determinants of payout policy are
micro- and macroeconomic factors, as well as behavioral factors.

One of the microeconomic factors is the financial standing of company.
The majority of authors pay attention to such financial determinants as: the
financial liquidity (La Porta et al., 2000, p. 34; Grullon & Ikenberry, 2000,
p. 41); the profitability of company (Brav et al., 2005, p. 521) and the capi-
tal structure (Jensen et al., 1992, pp. 247-263; Wiemer & Diel, 2008, p.
301). Moreover, the form of payout policy depends on the market value of
company (Chan et al., 2004, p. 463; Billett & Xue, 2002, p. 1649), the
company’s size and age (DeAngelo et al., 2006, pp. 227-254) as well as the
ownership structure (Short et al., 2002, pp. 105-122; Ginglinger & L'Her,
2006, pp. 77-94). In turn, to the macroeconomic determinants of payout
policy belong e.g. the economic situation (Kowerski, 2010, p. 19-34) and
tax rates (Hung & Chen, 2010, p. 101; Jacob & Jacob, 2013, p. 1241).

Among the behavioral determinants of payout policy we should point at
the shareholders preferences and needs (Gajdka, 2013, p. 130), the anchor
effect (Fisher & Statman 2000, p. 72) and the mental accounting (Szyszka,
2013, p. 38). Furthermore, according to the catering theory of dividend, the
payout policy should be carried out in the form of payment which is pre-
ferred by the shareholders (see Baker & Wurgler, 2004, p. 1125; Li & Lie,
2006, p. 293). It is also noticed that if the opportunities for the economic



growth are seen by investors as strong, they prefer not to be paid the divi-
dend and leave the net profit in the company for investment (Gajdka, 2013,
p. 143; Fuller & Goldstein, 2011, p. 457).

Research Methodology

The empirical research was conducted on a group of 42 companies op-
erating in the electromechanical industry sector, which were listed on the
Warsaw Stock Exchange in the years 2006-2015.

An empirical verification of research hypothesis was carried out using
the taxonomic measure of investment attractiveness (tmai) (see Tarczynski,
1994, p. 275-300). As the diagnostic variables we adopted 13 determinants
of payout policy, such as: company’s financial liquidity (CR, QR and MR),
profitability (ROS, ROE and ROA), debts (D/A and D/EBITDA), market
value of company (p/BV and p/E), company’s size (InAss) and age (Age), as
well as the share of majority shareholders in the ownership structure
(Share). The taxonomic measure of investment attractiveness (tmai) based
on the selected determinants of payout policy is a following function:

. D D p p
tmai = f(CR, QR, MR'ROS'ROE'ROA'Z'EBITDA'W'E'lnASS'Age'Share)

The diagnostic variables were divided into stimulants (CR, QR, MR,
ROS, ROE, ROA, InAss, Age, Share) and destimulants (D/A, D/EBITDA,
p/BV, p/E) and then restated for comparability and normalized (Grabinski et
al., 1989, p. 93). The taxonomic measure of investment attractiveness was
calculated using the Euclidean distance (tmaie) and weights (tmaiw) (See
Luniewska & Tarczynski, 20006, p. 43-45).

The empirical research on the investment attractiveness of companies
implementing different forms of cash transfer were extended to such de-
terminants of payout policy as: the regularity of payments?, stock exchange
situation® and investors preferences. The investors preferences were ex-
pressed — according to the extended catering theory of dividend — as the
difference between share repurchase premium and dividend premium in

2 As the regular payments we understood such cash transfers which were conducted at
least 3 times during the 5 previous years. This assumption was made in accordance with the
WIGdiv index methodology (Rocznik Gietdowy, 2013, p. 104). Otherwise, we considered
that the payments to be irregular.

3 The division of research period into the years of the fall and the rise in the stock ex-
change was made on the basis of the level of WIG index in those years.



year t*. This difference (DIF;) can be calculated using the following formu-
la (see Jiang et al., 2013, p. 41; Baker & Waurgler, 2004, p. 11; Gajdka,
2013, p. 152-153):

DIF, = RpPF~NR — ppP-ND
where:
RPE~NR _ a share repurchase premium in year t,
DPP~ND _adividend premium in year t.

The Results of Empirical Research on the Determinants of Payout
Policy and Investment Attractiveness of Companies

The analysis of companies operating in the electromechanical industry
sector in years 2006-2015 showed that the average financial liquidity of
dividend payers was higher than the average sectoral liquidity. The divi-
dend payers were more liquid than the companies repurchasing shares,
those conducting payout policy in both forms of cash transfer, as well as
the non-payers. The dividend payers were also profitable companies. Their
profitability ratios were higher than sectoral ratios but lower than the prof-
itability ratios of companies conducting the payout policy in both forms of
cash transfer. Moreover, the debts ratio of dividend payers were lower than
the average debts ratio in that sector. What is more, the market value of
dividend payers was high, their average age was longer than the age of
companies repurchasing shares, and the average share of majority share-
holders in the ownership structure was 66% (see Table 1).

Table 1. Average values of chosen determinants of payout policy and investment
attractiveness of companies

Spec. CR QR MR ROS ROE ROA D/A DI/Eb p/BV p/E LnAss Age Share
D 3,40 2,61 1,03 0,13 0,13 0,09 0,32 3,38 1,75 18,42 11,93 45,67 0,66

D&SR 2,78 191 0,64 0,15 0,16 0,12 0,35 3,64 2,16 20,09 12,24 50,86 0,67

SR 1,79 1,34 0,36 0,02 0,08 0,05 048 521 111 17,79 11,90 32,00 0,29

NP 2,08 1,67 0,58 0,06 0,07 0,04 091 3,94 164 37,70 29,42 19,50 0,69

Total 2,59 2,01 0,74 0,09 0,10 0,06 0,73 3,77 1,67 26,14 16,48 46,64 0,64

Note: D - dividend payers, D&SR — companies conducting the payout policy in both forms
of cash transfer, SR — companies repurchasing shares, NP — non-payers, Total — all compa-
nies in the electromechanical industry sector.

Source: own calculations based on Notoria Serwis SA, National Court Register, Stock Ex-

change Yearbooks and Emerging Markets Information Service.

4 We assumed that in the year when the difference between share repurchase premium
and dividend premium (DIFt) was positive the shareholders preferred companies repurchas-
ing shares to dividend payers. When DIFt was negative we assumed that stock investors
preferred dividend payers to companies repurchasing shares.



The empirical research on the investment attractiveness of companies
conducting the payout policy in different forms of cash transfer showed that
the dividend payers had the highest investment attractiveness. In turn, the
companies repurchasing shares reached the lowest investment attractive-
ness (see Table 2).

Table 2. Investment attractiveness of companies according to the forms of payout
policy

Specification tmaie tmaiw
Dividend 0,65 0,53
Dividend & Share Repurchase 0,52 0,43
Share Repurchase 0,18 0,22
No Payout 0,25 0,30
Total Sector 0,51 0,50

Source: see Table 1.

An evaluation of involvement of investors capital, conducted regarding
to the regularity of payments, showed that the investment attractiveness of
regular dividend payers® was very high in comparison to irregular dividend
payers. In turn, the highest investment attractiveness of companies repur-
chasing shares was observed in cases of irregular share repurchases® (see
Table 3).

Table 3. Investment attractiveness of companies according to the regularity of
payments

Specification tmaie tmaiw
Regular Dividend 0,53 0,58
Irregular Dividend 0,31 0,46
Regular Share Repurchase 0,10 0,18
Irregular Share Repurchase 0,70 0,62

Source: see Table 1.

The analysis of investment attractiveness of companies conducting the
payout policy in different forms of cash transfer was extended to the stock

5 The regular dividend was paid the most frequently by: Apator SA and Hydrotor SA
(each of them paid 10 dividends), Introl SA and Rafamet SA (7 dividends), as well as Es-
System SA, Lena Lighting SA and Sonel SA (6 dividends).

6 In the research period, the share repurchases were conducted most frequently by Ami-
ca SA (6 times).



exchange situation’. When there was a rise in the stock exchange, the high-
est tmai was observed in the companies conducting the payout policy in
both forms of cash transfer. In the years of a fall in the stock exchange, it
was worth to invest in the non-payers (see Table 4).

Table 4. Investment attractiveness of companies according to the stock exchange
situation

Specification tmaie tmaiw
Rise in the stock exchange

Dividend 0,33 0,44

Dividend & Share Repurchase 0,56 0,50

Share Repurchase 0,11 0,16

No Payout 0,24 0,33
Fall in the stock exchange

Dividend 0,35 0,53

Dividend & Share Repurchase 0,30 0,37

Share Repurchase 0,10 0,16

No Payout 0,70 0,57

Source: see Table 1.

An evaluation of investment attractiveness of the companies implement-
ing the different payout policies was also carried out considering the share-
holders preferences expressed as the difference between share repurchase
premium and dividend premium. The results of research showed that in the
majority of years stock investors preferred dividends to share repurchases
(see Table 5).

Table 5. Difference between share repurchase premium and dividend premium in
years 2006-2015

Spec. 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015
DIFt+ -004 -090 -011 -038 -0,89 -002 -054 043 -028 -123

Source: own calculations based on Stock Exchange Yearbooks.

In the years when the stock investors preferred dividend (i.e. DIF; < 0),
the highest investment attractiveness was observed for the dividend payers.
Moreover, the companies conducting the payout policy in both forms of

7 For the years of fall in the Warsaw Stock Exchange we took the years in which an an-
nual rate of return of WIG index was negative, i.e. 2008 (-51,07%), 2011 (-20,83%) and
2015 (-9,62%) (see Parkiet.com).



cash transfer were also seen as a good investment opportunity. When divi-
dend premium was high, the investment attractiveness of companies repur-
chasing shares was the lowest. In turn, when the stock investors preferred
the companies repurchasing shares (i.e. DIF; > 0), the highest investment
attractiveness was observed in those companies that conducted the payout
policy in both forms of cash transfer. Furthermore, the investment attrac-
tiveness of companies repurchasing shares was not high (see Table 6).

Table 6. Investment attractiveness of companies according to the shareholders
preferences

Specification tmaie tmaiw
High dividend premium (DIF: < 0)
Dividend 0,51 0,36
Dividend & Share Repurchase 0,34 0,32
Share Repurchase 0,09 0,15
No Payout 0,29 0,25
High share repurchase premium (DIFt > 0)
Dividend 0,49 0,35
Dividend & Share Repurchase 0,70 0,35
Share Repurchase 0,29 0,33
No Payout 0,11 0,26

Source: see Table 1.

It should be also noted that in the years when the stock investors pre-
ferred share repurchases to dividends, the investment attractiveness of
companies repurchasing shares was higher than in the years when share-
holders preferred dividend (see Table 6).

Conclusions

The analysis showed that the form of payout policy is affected by differ-
ent determinants. One of them was the financial standing of company. The
financial condition of dividend payers was better in relation to the financial
condition of companies repurchasing shares (i.e. the dividend payers were
more profitable and liquid, their debts were lower, and market valuation
was higher). Those companies also differed in terms of company’s age and
ownership structure. The companies repurchasing shares were younger than
the dividend payers, and their ownership was highly dispersed.

The highest investment attractiveness was observed in the dividend pay-
ers and the lowest in the companies repurchasing shares. Among the divi-
dend payers, the most attractive for investors were those companies that
paid dividend regularly. In turn, the analysis of companies repurchasing



shares showed that stock investors preferred the irregular share repurchas-
es. Moreover, when there was a rise in the stock exchange, the most attrac-
tive for stock investors were those companies that conducted the payout
policy in both forms of cash transfer. When there was a fall in the stock
exchange, shareholders preferred the non-payers. Furthermore, in the years
when stock investors expected to receive dividend, the dividend payers
were more attractive for them.

In addition, it is worth nothing that the presented results of research re-
late to the electromechanical industry sector and should not be generalized.
The research should be extended not only to other economic sectors, but
also to other determinants of payout policy.
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