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ABSTRACT

Recent empirical studies reported the phenomenoowf propensity of firms to
dividend payment, concluding that companies haveme less likely to pay dividends.
In addition, most of these studies claim that ihmess expectations regarding dividend

payments also decreased.

We analyse the propensity to pay dividends in tl@®pean markets: Portugal, France
and the UK. Although they are all European markigtsy differ from each other for
several reasons. Firstly, the UK is one of thedatdcuropean capital markets, whereas
the French and Portuguese markets are smallergiabpdé’ortugal. Additionally, these
latter two markets are less intensively researclBetondly, these countries differ in
terms of ownership concentration. In Portugal areh&e ownership tends to be more
concentrated than in the UK. Thirdly, Portugal d&rdnce are bank-based financing
systems, whereas the UK is a market-based systemallyf- the legal rules covering

protection of corporate shareholders are differetiie three countries.

We find evidence of the decline of firms payingidends in Portugal and in the UK,
but not in France. Moreover, we find some evidethed firms that pay dividends tend
to be the ones of larger size and higher profitgbibut we find no evidence of a

significant relation between a firm’s growth angidend payments.

Key Words: Cash Dividends, Dividend Payments
JEL Classification: G35, G32


https://core.ac.uk/display/15566464?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1

1. INTRODUCTION

Recent empirical studies reported the phenomenoowf propensity of firms to
dividend payment, claiming that investors’ expeotat regarding dividend payments
also decreased. However, Julio and Ikenberry (200dhd evidence that this trend

made a sharp reversal in the US market starti2§@0.

Fama and French (2001) found evidence that the auofldfirms that pay dividends has
decreased significantly during the 1980’s and 1898ince in 1978, 66.5% of firms
listed on NYSE, AMEX and NASDAQ (excluding finantiarganizations and public
utility) distributed dividends, while in 1999 thigercentage was only 20.8%. The
authors state that there are three main factorthéodividend payment decision, which
are profitability, growth and firm size. The firntizat pay dividends tend to be the ones
of larger size, higher profitability, but the onesving fewer growth opportunities. On

the whole, and apart from these characteristionsftend to pay fewer dividends.

Loderer and Roth (2005) studied also a samplerpofsfitraded on the NYSE, AMEX
and NASDAQ, but in the period 1926-2002, foundingdence that the importance of
ordinary dividends as a means of cash distributias fallen during the past three

decades to a level between 10% and 49%.

Banerjee, Gatchev and Spindt (2002) analysed theddetween 1963 and 2001,
taking into account the three factors defined bjn&and French (2001), and conclude
that larger and more profitable firms pay higherdinds, while those that have more
growth opportunities pay lower dividends, whiclcansistent with the former authors’
results. In addition, they conclude that the irdfepropensity to dividend payment is not

significantly influenced by fiscal reasons or bfjren’s share repurchase policy.

Several authors conclude that one of the best eaptms for the disappearance of
dividends is offered by theatering theory of dividend'[Baker and Wurgler (2004)

such as Baker and Wurgler (2004) and Bulan, Submemand Tanlu (2005), in the US
and Ferris, Sen and Yui (2006), in the UK. In addit Bulan, Subramanian and Tanlu
conclude that repurchases and dividends play difteroles, not being substitute

methods of paying out cash and Baker and Wurgherccordance with DeAngelo,

! According to the authors, the catering theory supspthe idea that firms tend to pay dividends wien
share prices of the firms that distribute divideads higher than those that do not pay it.



DeAngelo and Skinner (2004), find no support fa #symmetric information theory or
the clienteles’ theory in influencing, at leastarsignificant way, the propensity to pay

dividends.

Recently, DeAngelo, DeAngelo and Stulz (2006) fowvitience of no change in the
companies’ propensity to pay dividends from the-a8d@0s to 2002 for the companies
with negative retained earnings. However, the ofiners have a propensity reduction

that is approximately twice the overall reductiarFama and French (2001).

Although the evidence of firms declining the progignto pay dividends, Julio and
Ikenberry (2004) note that this trend makes a sharprsal starting in 2000, founding
evidence of the reappearance of dividends in thendtket. They mention five possible
reasons why dividends are reappearing: (i) matumpyothesis, with firms paying out
excess free cash flow (young companies during tB804 are now reaching
adolescence); (ii) signalling and governance fumdiof dividends, with firms using
dividends to signal the market; (iii) the recent U8idend tax cut (May, 2003); (iv)
irrational investors preferences for dividends ¢ebural finance); (v) corporate

payout policy appears to be shifting back in favoluconventional cash dividends.
Recent studies extend the analysis to other casntmiaddition to the US.

Reddy and Rath (2005) analyse the impact of phofitg, size and growth on the
dividend payout of Indian firms over the 1990-2Qédriod. Their results document a
decline in the percentage of Indian firms payingidénds, from 60.5% in 1990 to
32.1% in 2001. Further, they found that dividengtpg firms are more profitable and
larger in size than non-paying firms, which is greement with Fama and French’s
(2001) results. However, they found no significeetation between a firm’s growth and

dividend payments.

Osobov (2004) analyses corporate dividend decisafrf'rms from the US, Canada,
UK, Germany, France and Japan, for the period twi®©81 and 2002. The results
indicate a decline in the propensity of firms tg ghvidends in all countries, although
the magnitude of the decline and the percents gpérgaat the end of the study vary
across countries. The author evaluates whether $ize, profitability and growth

opportunities affect dividend decisions. Larger andre profitable firms are more
likely to pay dividends in all countries, while tbfect of growth opportunities depends
on the country’s legal origin. Consistent with firelings of La Portat al. (2000) and



Fama and French (2001), the relationship betweewtgr opportunities and the
likelihood of dividend payments in the US, Canadd &K is negative. However, in
Germany, France, and Japan it is mixed. His resrksconsistent with the agency
theory, but cast some doubts on equilibrium clientieeories and on signalling theories
as candidate common explanations of the decliningpgnsity to pay dividends.
Moreover, Osobov, like Fama and French (2001),sfimd significant relationship

between the propensity to pay dividends and slegmerchases.

Foester and Sapp (2006) find evidence that divideaybut ratio of Canadian firms’
decreases since the World War Il. Their resultggesgthat investors’ perception of
dividends has changed over time, allowing managérrepay smaller dividends and

reinvest funds in the firm. They do not supportdhedend signalling hypothesis.

Ferris, Sen and Yui (2004) analyse eleven commawn &ad fourteen civil law
countrie$ over the period from 1990 to 2001. In generalirtfirdings are consistent
with patterns observed for US firms. They find ttia¢ propensity to pay dividends
declines over there sample period and is most prmored for firms incorporated in
common law countries. At the beginning of their péarperiod, 81.4% of the sample
firms pay dividends, but by 2001, this value desdirio 58.3%. The US and Canadian
firms exhibit the greatest decrease in the numlbedivvdend payers. The growing
incidence of non-dividend paying firms is explairBdthe increase in the percentage of
firms that have never paid dividends. FurthermBegris, Sen and Yui find that firms in
common law countries tend to be more profitable h&we more abundant growth
opportunities and to be bigger than their civil lesunterparts.

Two years later, Ferris, Sen and Yui (2006) focash® UK market. They find that the
number of UK firms paying dividends declines from %% in 1988 to 54.5% in 2002,
being the decrease concentrated over the lastyéaes. The authors conclude that the
declining propensity to pay dividends in the UKsmaller in magnitude than that
observed in the US and appears only recently. Wlitiad, they find that tax law
revisions in 1997 fail to influence dividend polidy UK firms. Furthermore, the
authors analysed the simultaneous impact of sizefitgbility and investment

opportunities on the firm’s decision to pay dividen The results show that firm size

% The classification of the countries between commouivil law was based on La Poraal. (1998).
Examples of common law countries are Australia,aan Hong Kong, Thailand, UK and US, and civil
law countries are Japan, France, Italy, Germanginsgnd Switzerland.



and profitability are significantly positive inflnees on the decision to pay dividends,
and investment opportunities reduce the likelihobdaying dividend$ This finding is
consistent with those of Fama and French (2001) Bantkrjee, Gatchev and Spindt
(2002), among other authors.

In this paper we intend to characterize the evolutdf dividend payment in three
different European markets, in order to better sstlee generality of the claimed lower

propensity for dividend payment.

We find mixed evidence regarding the decreasingdtia dividend payment. While the
Portuguese data clearly reveals a reduction imtimber of dividend payers and in the
amount paid out, the same effect is not so proredifier the UK, where the percentage
of dividend payers is quite stable during the sammriod. In striking contrast, the

French data reveal an increase in the number alethd payers.

Moreover, we find some evidence that firms that gaydends tend to be the ones of
larger size and higher profitability, but we find evidence of a significant relation

between a firm’s growth and dividend payments.

The remainder of this paper is organised as folloBection 2 presents the sample
selection. Section 3 presents and discusses theieamhpesults and section 4 provides

the conclusion.

2. SAMPLE SELECTION

The sample is drawn from dividend announcementérimis listed on the Euronext
Lisbon (EL), Euronext Paris (EP) and London Stogkhange (LSE) during the period
1988-2002, 1992-2002 and 1994-2002, respectivelyhi® Portuguese, French and the
UK market$.

We consider all the non-financial listed firms whatata were available datastream.
The dates of our analysis allow a partial overlath wrevious authors’ studies, thus

making possible a comparison of dividend practamesng the different markets.

% Benito and Young (2001) studied also the UK mariegiorting an increase in dividend omissions since
1995, attributing it to a growing number of firméhvstrong investment opportunities.

* These different periods are determined by thelatiity of the information obtained from EP andSL
about the firms listed each year in the respedigek Exchange.



We classify the sample firms according their dividgpolicy. We identify a firm as a
dividend payer in year t if it pays a dividend in year t, anddagdend non-payer a firm

that does not pay a dividend in year t.

3.EMPIRICAL RESULTS

We start this section by presenting the trendshendividend payment pattern of the
non-financial listed firms on the three marketsd ahen we make a comparative

analysis of firm characteristics between divideaglgys and non-payers.

3.1. TRENDS OF DIVIDEND PAYMENTSOVER THE SAMPLE PERIOD

Table 1 shows the total number of non-financiah$ listed on EL, EP and LSE each
year during the period considered in each courdng the number of firms that, for
each year, pay cash dividends (dividend payers) @mdnot pay cash dividends
(dividend non-payers), according to the informateailable orDatastream database.

The Portuguese market is smaller than most othestélfe European markets, namely
the UK and France, as we can see by the smallebeuof non-financial listed firms.
We should emphasise the significant decline intti@ number of non-financial firms
listed on EL during the sample period. It has fateom 140 in 1988, to 43, in 2002,
representing a decline of about 69.3%. The dedionag the period is due, in part, to
firms disappearing through merger and acquisitionsbankruptcy. The Portuguese
market specificities of instability, illiquidity a&h thin trading influence this general
behaviour. Although this decline is continuousisisharp from 1991 to 1992. During
this specific period the market suffered a strwdt@nd functional reform, with the
publication of the Securities Market Code and tltaldishment of the Portuguese
Securities Market Commission (CMVM). The new rulgfssupervision and market

regulation lead to a significant number of delidfieahs.

The number of non-financial firms that paid dividerhas fallen continuously from 93
firms in 1988 to only 18 in 2002. However, the mgtage of companies paying
dividends has declined only from 66.43% in 1988186% in 2002. This is explained
by the fact that the total number of firms listedL also declined significantly, as can

be seen also in Figure 1. In the last two yearsptireentage of firms that do not pay
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dividends became higher than that of dividend pgy®@hich coincides with a period of

market recession.

In France, the total number of non-financial firmisted on EP has decreased
continuously during the sample period. It has desed from 414 firms in 1992, to 224,
in 2002. However, the number of non-financial firthat paid dividends has grown
continuously from 1992 (101) to 2001 (150), repndéieg an increase of 48.5%.
However, from 2001 to 2002, the number of dividgagers has fallen to 146, but we
cannot say firms become less likely to pay dividenals the total number of non-
financial firms has also declined. The percentafeliwdend payers increased from
24.40% to 65.18% in the 1992-2002 period. The dbfiee between absolute and
relative values is due to the relevant decreasbeofotal number of non-financial firms
listed on EP. Surprisingly, in 1999, the numbedwidend payers became higher than
that of dividend non-payers, and this relation &ntained until 2002 (Figure 1).

The UK is the largest capital market in our stulyshows an increase in the total
number of non-financial firms listed on LSE duritige period from 1994 to 2000, in
contrast to what happens in Portugal and Francleadtincreased from 753 firms in
1994, to 984, in 2000. However, this number dedlidaring the two subsequent years,
and, in 2002, this number has declined to 940at, the year 2001 was characterised
by a slowing down in the world economic growth, @rican explain this evolution.
The number of non-financial firms that paid dividerhas increased continuously from
1994 to 2000, but it has decreased in 2001 and.2002pite of the decrease in the
number of dividend payers, in percentage it dogéshow, because the total number of
non-financial firms has a more pronounced declirtee percentage of dividend payers
is slightly higher than the percentage of non-céwvid payers (Figure 1). The same
evidence was found by Osobov (2004) and Ferris a@enyui (2004).

Overall, the evidence found in several recent swdif the decline of firms paying
dividends in different markets, such as the US migikama and French (2001) and

Baker and Wurgler (200%) several common and civil law countries, including

®> Our numbers for the French and the UK market®difiom the ones of Osobov (2004) and Ferris, Sen
and Yui (2004). The first author collected his diatem Worldscope database and the latter authors obtain
the data on the July 2002 edition of tbempany Analysis database. We obtain the number of firms listed
in each year directly from EP and LSE, and thermgttion of dividend payers iDatastream database.

In 2001, the last common year for the three stydles percentage of dividend payers for the French
market was 59.3%, 62.9% and 61.7% and for the Ukkatavas 53.0%, 60.4% and 53.1%, respectively
in the Ferris, Sen and Yui, Osobov and in our study



European Market$Ferris, Sen and Yui (2004) and Osobov (200#nd the Indian
market [Reddy and Rath (200bpre consistent with our findings for Portugal, and
partially for the UK, but in contrast with Frenclsults. Moreover, the results suggest

that European markets have higher percentagewidedd payers
Table 2 contains some summary statistics concethm@®PS.

In Portugal, the average DPS, has ranged from(@Q®) to 0.64 Euros (2001) and the
maximum value has ranged from 0.70 (2002) to 1{2001). The last two years
present very different values for the average Odefhg 2001 the year with the higher
standard deviation (2.16). However, this year ghlyi influenced by a unique dividend
of 10.47 euros. If we ignore this dividend, we viillve an average of 0.19 (one of the
lowest), a maximum value of 1.00 and a standardatien of 0.24, as it can be seen in
Figure 2, as well as by the lowest values for themum DPS both in 2001 and 2002,
of 0.01 euros, which is more consistent with treession period of 2001-2002. The fact
that the percentage of firms paying dividends heenlrelatively constant whereas the
average dividend paid has decreased, namely in99&-2002 period, implies that
companies which have been paying dividends hawe lparer amounts, except for a

small number of larger firms.

In France, the DPS values are highly influencedabynique firm with extreme
dividends (in average, above 90 Euros), as we earirsFigure 2. Thus, we decide to
ignore this firm for DPS analysis. According to TaR, the average DPS (Euros) has
ranged between 1.34 (1996) and 1.91 (1993). ThemgeeDPS has been stable in the
last five years, with an increase tendency, whgltansistent with firms smoothing
their dividends. The minimum DPS is also stablee Tiigher movements are observed
in the maximum dividends that ranged from 1992 @02 between 10.98 (1996) and
52.85 (1993 and 1994).

In the UK market, the average DPS values (£) hageeased continuously from 6.33,
in 1994 to 9.83, in 2002. The tendency of a comtirauincrease in the average DPS
could be interpreted as an indication of firms sthog their dividends. The high
values for the standard deviation can be explamethe significant different between
the minimum and maximum values of DPS. The UK finpay higher dividends than

®in 1999, the percentage of firms paying dividemdshe US market was 20.8¢/ama and French

(2001}, in India was 32.1% Reddy and Rath (2005)and we find a percentage of 67.86% for Portugal,
53.14% for France and 53.17% for the UK market.



the Portuguese and French markets, probably bedtisene of the most important
European capital markets.

We analysed industry trends from the length perod the results do not show

significantly evidence of industry and countriefeefs in dividend paymerits

3.2. CHARACTERISTICSOF DIVIDEND PAYERS

Several authors report that dividend policy is éidkio firm profitability, size and its
investment opportunities, such as Smith and W&892%) and Barclay, Smith and Watts
(1995). In addition, several authors examine thesibles in their studies of dividend
trends, such as Fama and French (2001) and Ban&gehev and Spindt (2002), for
the US market and Ferris, Sen and Yui (2006),HerdK market.

We provide a similar analysis, testing whether diféerent dividend groups on the
Portuguese, French and the UK samples differ frauheother on the basis of
profitability, size and investment opportunities.

A. Size
We begun our analysis comparing the size betwegarpaand non-payers, based on
total asset§Ferris, Sen and Yui (2006)As we can see in Table 3, dividend payers are
larger than non-payers. However, the differenag®isstatistically significant in the case

of the Portuguese sample.

B. Profitability
To analyse the difference on profitability betwélea two groups, we focus on earnings
before taxes but after interest, standardized ta} &ssets. For both the Portuguese and
the UK sample, the mean profitability of dividendyprs is higher than that of non-
payers, and the difference is statistically siguaifit. In the case of the French sample,
the results contradict the other two markets, wlifidend non-payers being more

profitable than their counterparts, but the differe is only significant at the 10% level.

" The results are not reported, but are availabieeurequest.



C. Investment Opportunities
For the analysis of corporate investment opporiesmiaicross dividend payers and non
payers, we consider the asset grojflama and French (20Q1)We find that the
difference between dividend payers and non-payesatistically significant only for
the Portuguese sample, which show that dividendcengagemonstrate higher asset
growth rates than dividend non-payers.

D. Simultaneous Effects
We run a logit regression of the simultaneous impaic size, profitability and

investment opportunities on the firm’s decisiorpay dividends.

The dependent variable assumes the value one mt yethe firm pays a dividend in
that year and zero otherwise. The independentblagare the log of total assets (size),
the asset growth rate (investment opportunities)) the earnings before taxes but after

interest, standardized by total assets (profitighiliThe results can be seen in Table 4.

We observe that firm size is significantly positivéluence on the decision to pay
dividends in the French and the UK samples. In wimaicerns the profitability, the
results show that they contribute positively foe frayment of dividends in the cases of
Portugal and the UK. That is, firms with higher ftability are more likely to pay
dividends. Finally, the coefficient on assets gtowg only statistically significant for
the Portuguese sample, and at 5% level. Thus, we dénly weak evidence for
investment opportunities influencing the likelihotab pay dividends. Summarising,
firm size and firm profitability appears to increathe likelihood that a firm will pay
dividends.

These last results are in accordance with the oh&ama and French (2001), Osobov
(2004), Reddy and Rath (2005) and Ferris, Sen an@2006), among others.

4. CONCLUSIONS

The evidence found in several studies of the decbh firms paying dividends in
different markets, such as in the studies of FanthFaench (2001), Baker and Wurgler
(2004), Osobov (2004) and Ferris, Sen and Yui (2@D06), are consistent with our
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findings for Portugal, and, partially for the UKuthbin contrast with the evidence for
France. In fact, we find that firms become lessliiko pay dividends in the Portuguese

and, for the recent years, in the UK market, batimohe French market.

The results suggest that European markets havgharmpercentage of dividend payers
than other markets, despite the decreasing valukvafends paid. The UK firms pay
the highest dividends of the samples, probably ledt is one of the most important

European capital markets.

Moreover, we find evidence suggesting some smogttlimidend policy in France and
in the UK. In a companion paper, Vieira and Rap(07) find evidence suggesting
that the Portuguese market does not have a smgalhiidend policy like the US or the
UK markets, but rather a more volatile dividendipglsuch as in Germar]yzoergen,
Renneboog and Silva (2005)

Finally, we find evidence that firms that pay dierdls tend to be the ones of larger size
(in the French and the UK markets) and of highefi@ability (in Portugal and in the
UK). These results are in accordance with sevartiiaas, such as Fama and French
(2001), Reddy and Rath (2005) apetris, Sen and Yui(2006). Moreover, we find no
evidence of a significant relation between a firgtewth and dividend payments, like
Osobov (2004).
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