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The capital market allows to make transactions between sellers and buyers of
long-term funds — corporate and government securities — and plays a significant
role for both firms and investors. It allows firms to interact with investors so as
to get external financing resources and investors to obtain the securities at mar-
ket prices. The prices respond to new information that is available for investors.
Thus, the price of the stock reflects all relevant information in an efficient market.

Informational content of dividends was introduced by Merton Miller and
Franco Modigliami (MM) in 1961. They suggested that the dividend distribution
provides useful information about manager’s perspectives of company’s profita-
bility. Although MM stated that dividend payments do not cause the change in
stock prices, later dividend-signaling hypotheses supported the dividend effect on
market return. Thus, the dividend policy of the company remains one of the chan-
nels through which investors receive information. However, there is no commonly
defined way of investors’ reaction to these signals provided by dividend policy.

A lot of theories have been developed so as to explain the relationship
between dividend payouts and firms” market value. They could be divided into
two main schools of thought: those that argue in favor of dividend irrelevance
and those that argue in favor of relevance of dividend payments in determining
the firm's stock price.

According to the dividend irrelevance theory firstly developed by Modig-
liani and Miller (1961), the dividend policy does not affect the firm’s market
value. This view was a new wave in the finance theory. On the other hand, tak-
ing into account various market imperfections (such as, taxes, agency problem,
transactions costs etc.), a lot of theories have been developed. They show the
relevance of dividend policy for determining the market return. Some of them
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suggest that high dividends increase share value (‘bird-in-the-hand’ theory),
others — that low dividends increase share value (the tax preference theory).
The informational content of dividends (signaling), the free cash flow hypoth-
esis, the agency cost theory, and the clientele effects also explain the divi-
dend relevance. Although numerous investigations have been conducted over
the decades, there is no general consensus among relevance and irrelevance
hypotheses of dividend policy.

A great majority of empirical studies that investigated the dividend announce-
ment effect on the stock return for the last decade also indicate that there is no
common market reaction to dividend announcements. Thus, Gurgul and Maj-
dosz (2005), Miletic (2011), and Abdullah Al Masum (2014) found out a pos-
itive relation between dividend changes and reaction of stock prices, whereas
Kadioglu, Telceken and Ocal (2015) defined a significantly negative relationship.
Moreover, the study of Zia and Kochan (2015) showed a negative market reac-
tion to dividend announcement decrease. Some researchers such as Bayezid and
Chowdhury (2010), Sharma (2011), Pan, Tang, Tan, and Zhu (2014), and Nezum
and Jashim Uddin (2014) did not find statistically significant abnormal market
return for dividend announcements.

The banking studies of dividend impact on the stock market are limited. In
the majority of dividend investigations, the banking sector has been excluded
due to its highly leveraged operations and the highly regulated sector. However,
the banking industry, due to its opaque nature, is characterized by a more pro-
nounced reaction to different market signals. Especially, informational signals
for investors that dividend payouts contain become more important during the
financial crisis when the financial information for the banks became limited.
Therefore, the sector’s features make the investigation of dividend policy for
banking industry interesting.

Poland is a relatively new market that faced a lot of changes over the last
decade in terms of size, the number of domestic and foreign participants, and
the role in the economy. Moreover, equity as an investment opportunity instru-
ment appeared in Poland only in 1990s. Currently, the Warsaw Stock Exchange is
a mid-size European stock exchange and belongs to one of the largest exchanges of
the Central and Eastern Europe. Moreover, the lack of empirical studies regarding
investor’s behavior in response to the dividend announcement for Polish banking
sector, especially during the crisis period, make this study relevant and valuable.

Research aim. The aim of the work is to investigate the reaction of the
stock market to the announcements of cash dividend payments of the companies
belonging to the banking sector and listed on the Warsaw Stock Exchange. The
study attempts to investigate whether there is a significant reaction of investors to
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changes in dividend policy of the companies and, hence, if it affects significantly
stock returns of those companies.

After the review of literature and empirical works, it is believed that the
effect of dividend announcements on the stock return will be statistically signifi-
cant. MM theory that suggests dividend irrelevance is based on the set of assump-
tions of perfect market and rational investors; therefore, it is supposed that the
dividend irrelevance theory is hardly supported under the market imperfection.
On the other hand, theories that favor dividend relevance take into account vari-
ous market imperfections (such as taxes, agency problem, transactions costs etc.)
that exist in the real world. Therefore, it seems that banking dividend distribution
affects the stock prices of Polish market due to the fact that the market imperfec-
tions exist, and dividend payments could signal needful information to investors
regarding banks’ current and future perspectives and risks.

Thus, in order to shed some light on the debate about the effect of dividend
signaling on the stock prices, the main hypothesis that will be tested by the cur-
rent study is defined as follows:

The cash dividend announcements affect the stock prices.

In order to evaluate the impact of the event, abnormal returns measure is
applicable. Abnormal return (AR) is defined as a difference of the actual return
and the expected return given the absence of the event. The statistically signif-
icant cumulative abnormal return (CAR) that is sum of AR will indicate that the
effect of dividend announcements on the marker return exists; as a result, the
dividend relevance theories will be proved. If CAR is statistically equal to zero,
then dividend payment announcements will have no effect on stock prices of the
analyzed companies; therefore, the irrelevance theory developed by Miller and
Modigliani (1961) will be proved.

Therefore, the main research questions of this paper are determined as
follows:

* s there a significant effect of dividend announcement on stock returns for

WSE listed companies?

* What is the impact of cash dividend announcement on the price of stock in
the banking sector?

* s the reaction of investors to dividend payments before and after the finan-
cial crisis different?

e On which day the effect of dividend announcement on stock prices is the
strongest?

The ten year period from 2006 till 2015 is chosen for research so as to widely
analyze the dividend announcement effect on stock returns. The investigation
includes recession period that gives the chance to examine whether there are any

Investors_perception.indb 231 04.09.2019 16:23:46



232 Anastasiia Sorokina, Olha Zadorozhna

differences between the investors’ reactions for different phases of economic cycles:
expansion and recession. The impact of the global financial crisis on the Warsaw
Stock Exchange occurred between November 2007 and January 2009 that was
accompanied by 57.95 per cent drop of WIG Index and by 72.24 per cent of
WIGBANK Index. Thus, the time line of the study includes 2006-2007 as a period
before the crisis; 2008—-2009 — during the crisis; 2010-2015 — post-crisis period.

Bloomberg database is used as a source of collection of the announcement
dividend data and daily closing prices for companies’ stocks, WIG and MSCI
Europe Banks Indices. Moreover, the statistical data connected to the analyzed
stock exchange is obtained from WSE website. The stock price reaction to 43 div-
idend announcements for six banks has been examined with the help of event-
study methodology.

Research objectives. Based on the research questions, the research objec-
tives are determined as follows:

* To examine the existing dividend theories and their empirical results.

* To analyze the effect of dividend announcements on share prices for the
banking sector of WSE.

* To investigate the impact of the global financial crisis on the banking divi-
dend policy and on investors’ reaction to dividend payments.

* To compare the obtained results with the previous studies and financial
theories.

The significance of the study. The impact of dividend announcements on
stock returns is important knowledge for investors. Based on the information of
price movements, shareholders could make decisions about further investments.
Also, this knowledge provides financial managers with the information on how
their dividend policy decisions influence the company’s value.

The study will fill up the lack of empirical researches regarding investor’s
behavior in response to the dividend announcement for the Polish market dur-
ing the pre-crisis, crisis, and post-crisis periods. The investigation in this work
will help to clarify the effect of cash dividend announcements on stock returns,
understand the way investors perceive the news about the dividend announce-
ments, and provide financial managers with the information of how their divi-
dend policy decisions influence the company’s value.

The paper is organized in the following way: The first section includes
the theoretical background of dividends, shows the effect of dividend policy on
the firm value through different theories, and investigates the way of taking the
decision by the company to pay dividends and information context for investors
about future opportunities. In section Il, empirical literature review of the stock
prices reaction on the dividend announcements is described; the tendencies in
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dividend policies are shown with the banking sector and crisis period specifica-
tions. Sectionlll provides empirical analysis and results of the dividend announce-
ments’ effect of 6 companies belonging to banking sector and listed on Warsaw
Stock Exchange. In Conclusion, results of theoretical and empirical researches of
the work are included.

Dividend Policy and the Mechanism of Paying Dividends

According to the financial theory, the main objective of dividend policy is the
maximization of shareholder’s return which consists of capital gains and dividend
payments. Thus, the dividend policy of the company has a direct effect on these
two parts.

Lawrence J. Gitman and Chad ). Zutter (2015, p. 628) define firm’s divi-
dend policy as “a plan of action to be followed whenever it makes a dividend
decision”. Therefore, the dividend policy is a guideline companies use in their
decisions regarding the portion of earning that should be distributed in the form
of dividend payments and which portion should be retained. The most important
issues of dividend policy are payout ratio that could be determined as percent-
age of dividends in the whole earnings, and retention ratio — 100 per cent minus
payout ratio (Brealey & Myers 2003, p. 432).

Figure 1. An example of cash dividend payment of ING Bank Slaski S.A.

Days

01/03/2016 19/04/2016 20/04/2016 05/05/2016

Declaration date  Ex-dividend date Record date Payable date
Source: Bloomberg, author’s own calculations.

The standard mechanism of cash dividend payment begins with the meeting
of the Board of Directors of the firm regarding the further dividend payments.
This day is known as the Declaration day. The Board of Directors takes decision
about the dividend amount, the date of record, the ex-dividend (ex-date) date,
and the payment date (see Fig.1). The meeting could be organized every year
or semiannually, or quarterly, or with a special occasion. Therefore, the declara-
tion date, also known as the announcement date, is the day when the company
announces basic information about the next dividend payment.
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On the Record date, the corporation’s books are closed in order to register
the names of legal shareholders that will receive dividend payments. Therefore,
people from this list will take part in the dividend distribution even if they are not
already beneficial owners. The changes in beneficial ownership, for instance, as
a result of share selling, will occur after re-registration. Those people that were
the shareholders on the date of record are able to receive dividends.

The ex-dividend date (the ex-date) determines the day from which the secu-
rity begins to be traded without current benefits (dividends). As a rule, the ex-date
takes place two (one) business days before the date of record. Therefore, if the
equity is sold on or after the ex-dividend day, the seller will receive the dividend
payments; meantime the buyer will not retain the benefit. Furthermore, gener-
ally, the market will react to this event with share price declines by about the
dividend’s amount (Loader 2014, p. 49).

The day when the dividends are distributed to shareholders on the record
is the Payable day that is about two weeks later than the record date (Brealey &
Myers 2003, p. 432).

The company’s value of stock determines the present value of all dividends
in the future that could be received by common stockholders. The dividend dis-
tribution in a company follows its payout policy. Corporate payouts show not only
the distribution of cash flow to stockholders, but also indicate the useful informa-
tion regarding company’s performance (present and future). Corporate managers
develop dividend policies in order to maximize stock price because dividend poli-
cies have a great impact on share prices (Gutman & Zutter 2015, p. 636).

A low payout ratio could be accomplished by higher market prices as the
earnings growth will be supported. In this case, shareholders’ return will be
mostly via capital gains. As a rule, dividend yield — the ratio of dividend per share
and market price per share — for growth companies will be low. However, it does
not mean that a low payout policy will obviously lead to higher prices because
investors might find some uncertainty regarding capital gains that will be in dis-
tant future. The effect of dividend policy on stock prices is hardly identified as
market prices reflect many factors.

On the contrary, a high payout policy could lead to lower market prices per
share as it decreases the retained earnings compared to the amount of paid divi-
dends. High payout policy means more current dividends, less retained earnings,
and lower capital gains, which could be accepted by investors as lower earnings
in the future; hence lower prices per share are observed. Due to the fact that
in most countries, tax value on dividends is bigger compared to capital gains,
investors prefer capital gains rather than dividend payments. However, inves-
tors sometimes go in favor of current payments via dividends rather than future
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earnings. Therefore, different investors would prefer different payout policy of
company (Pandey 2010, 293-295).

A lot of theories were developed regarding the relationship between div-
idend policy and firm’s value (see Appendix 1). Two main groups of theories
could be determined: theories that maintain dividend relevance and those that
argue the dividend policy does not influence company’s market return (dividend
irrelevance). In the meantime, it seems there is no consensus on whether divi-
dend payments matter or not.

Dividend Irrelevance Theory

According to the residual theory of dividends, the company should distribute
earnings in the form of paying dividends after all available sufficient opportu-
nities; for example, when its return from investment will not exceed the cost of
capital. This means that company’s dividends should be treated as a “residual”
and not as a way of influence on company value. This approach corresponding
to Dividend irrelevance theory developed by Merton Miller and Franco Modi-
gliani (MM) (1961).

MM were the pioneers in the investigation of the relation between dividend
changes announcements and stock prices which was explained by “the informa-
tional content of dividend” (Miller & Modigliani 1961, p. 430). They discovered
that stock prices and dividend policy are independent and showed the irrele-
vance of dividend policy in perfect capital market. Therefore, they demonstrated
that dividend decisions do not influence firms’ value or costs of capital. MM
claimed that firm’s earnings and risk of its investments have the impact on the
value of the company and not the ratio of earnings distribution between divi-
dends and retained/reinvested earnings (Miller & Modigliani 1961, p. 425). The
researchers reported that the value of the firm is not determined by the dividend
distribution in the perfect market under such circumstances as certainty, no per-
sonal or corporate taxes, no issuance and transaction costs, and fixed investment
policy.

However, the real market does not maintain these assumptions. Thus, taxation
that is historically higher for dividends compared to capital gains could indicate that
a better way for shareholders is retaining profits rather than receiving dividends.
Nevertheless, MM argued that not all types of investors pay taxes on dividends
and capital gains (for instance, for such institutional investors as pension funds);
consequently, the payout policy of certain companies does not affect the amount
of taxes should be paid. Therefore, MM argued that the change of dividend policy
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leads only to allocation of ownership and not to a change in firm'’s value: tax-sen-
sitive investors would prefer to invest in companies that pay dividends; meantime,
investors that should pay high taxes for dividends would desire to invest in firms
that retain more earnings (Gutman & Zutter 2015, p. 626).

Although MM claimed that the investor’s required return and, as a result,
firm’s value and share prices are not affected by dividend policy, they determined
that dividends provide information about firm'’s future earnings and cash flow.
MM showed that, via information content, dividends could decrease the level of
asymmetric information that appears as a result of unequal information disposed
by managers and shareholders regarding future company’s performance. Insider
knowledge about future firm’s cash flow and earnings that is available for man-
agers could be shared with owners through the dividend declaration as a way of
communication.

To sum up, dividend irrelevance theory firstly developed by Miller and Modi-
gliani (1961) suggests that, in perfect capital market, the firm’s value or the share
price will not be affected by the chosen dividend policy.

Dividend Relevance Theories

“Bird-in-the-hand” theory. “Bird-in-the-hand” theory that follows relevance prin-
ciple of dividend policy was developed by Myron J. Gordon (1962) and John Lint-
ner (1962). This theory indicates a positive relation between firm'’s dividend policy
and market value of share. It is based on risk aversion of investors: they prefer
current premium in the form of dividend payments rather than risky future income
in the form of future dividend or capital gains. Thus, the name and the context of
the theory relate to the phrase: “A bird in the hand is worth two in the bush”.

The Walter Model. The Walter model that was developed by professor
James E. Walter maintains the idea that dividend policies almost always have an
impact on the firm's value. Walter (1963) argued that the relationship between
the company’s rate of return and its cost of capital is significantly important in
developing dividend policy for the firm.

Agency cost theory. One of the theories that supports the concept of div-
idend impact on firm’s share prices is the agency cost theory. Agency costs are
the costs that appear due to the divergence of opinions between managers and
owners of the company (Frankfurter 2003, p. 100). Thus, managers could want
to increase company’s assets with the help of retaining earnings so as to have
greater compensation. On the other hand, the owners afraid that company’s
earnings could be distributed to managers’ own fund. Therefore, in order to
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assure shareholders that managers will not waste owner’s money, the company
promises to pay dividends regularly, which increases investors’ costs.

Free cash flow hypothesis. Free cash flow hypothesis explains the positive
relation between dividend announcements and stock prices. Taking into account
the agency costs theory and market information asymmetric, Jensen (1986) was
first who indicated free cash flow theory. Efficient managers distribute the cash
flow to profitable projects in order to improve company’s performance and max-
imize stockholders” wealth. Sometimes, managers of cash-rich companies with
unavailable profitable projects for investing could invest free cash flow in projects
with negative net present value. Consequently, in order to avoid waste, dividend
payments can be used to distribute the cash flow of the company and reduce
the agency costs. According to Jensen (1986), such dividend communication by
managers with shareholders allows not only to reduce the agency costs but also
decrease the probability of investment in wasteful projects with negative net
present value.

The tax preference theory. According to the Modigliani and Miller’s (1961)
assumptions, there is no difference in taxes for dividends and capital gains. How-
ever, in the real world, taxes play a significant role in terms of dividend policy
and firm’s value. Investors always take into account the taxation factor. According
to the Tax preference theory (Brennan (1970), Litzenberger and Ramaswamy
(1979), John and Williams (1985), Miller and Rock (1985), Ambarish et al. (1987),
the tax tension for dividends is higher compared to capital gain. The dividends
are taxed directly, whereas capital gains — only after the security sold. Therefore,
the theory determines the preference of investors for a low dividend ratio. This
theory claims that the low dividend payout ratio supports the cost of capital to
be lower; hence, higher stock price (Brigham & Houston 2004: 523-524). How-
ever, some empirical results did not support the relevance of the tax preference
theory (Omet 2004; Reddy 2006; Anil and Kapoor 2008).

Moreover, the dividend clientele effect was developed by Black and
Scholes (1974) and Miller and Scholes (1982). This effect differentiates prefer-
ences of investors regarding paying dividend or retaining due to such a factor
as taxation. Therefore, different rates in taxation of capital gains and dividend
yields determine the relation between dividend enclosure and market reaction.
Thus, in case of taxation the capital gains at a lower rate, no reaction between
dividend and share price could be determined (Miller & Scholes 1982). In such
circumstances, shareholders will prefer earnings to be retained by the com-
pany. If the company changes its dividend policy and initiates more dividend
payments, investors in case of relatively low capital gain taxes will sell their
shares so as to avoid paying taxes. However, there will be indifferent investors’

Investors_perception.indb 237 04.09.2019 16:23:46



238 Anastasiia Sorokina, Olha Zadorozhna

behavior regarding dividend and capital gain policies when the taxes are equal
for these types of income.

Informational Content of Dividends

Informational value of dividends gives support to dividends’ relevance. So as to
form a positive impression on shareholders, a company could proclaim future
earnings’ growth. However, in order to strengthen the effect on investors, distri-
bution of cash by dividend payments could be done. Therefore, cash payments
will ensure shareholders regarding company’s profitability and positive expected
perspectives. When the dividend policy of a firm changes significantly with the
increased dividend payout ratio, investors accept this news as a signal for per-
manent or long-term growth of expected earnings. As a result, the share prices
are affected by changes of dividend announcements payments. Moreover, infor-
mational content of dividend changes could also influence investors’ perception
about the risk of the firm to provide a stable dividend policy.

Literature Review of the Stock Prices Reaction to the Dividend
Announcements

This Chapter contains the review of previous empirical investigations regarding
the dividend announcement effect on company’s market return. It covers the
studies of banking sector, Polish market dividend payouts, and the tendencies of
dividend payout policies during the financial crisis. Although a large number of
studies have been conducted, the empirical results could not unanimously solve
the debates regarding the impact of dividend policy on the company’s value.

A great number of empirical studies on dividend effects have been con-
ducted over the last decades. The early studies are controversial regarding divided
influence on stock prices. Thus, Fama (1969), Criffen (1976), Laub (1976), Pettit
(1972), Amihud and Murgia (1997) demonstrated a positive relation between
returns and dividend changes. Whereas Ang (1975), Watts (1973), and Gonedes
(1978) could not support this hypothesis in their investigations determining little
or no effect of dividend disclosure. The former indicated the information con-
tent of dividends; announcement of dividend’s increase signals about future cash
flows of company and has great cumulative abnormal return. In other words,
the investors interpret increase/decrease of dividend payments as a signal from
the company regarding future earnings that the expected to change in the same

Investors_perception.indb 238 04.09.2019 16:23:46



The Effect of Dividend Announcements on Stock Returns for Banking Sector: Evidence... 239

direction. Consequently, the increase in dividend could be treated as a positive
signal, investors begin to bid up the share prices; in the meantime, decrease in
dividend payments leads to selling investor’s shares and, as a result, decrease in
stock prices.

D. S. Docking and P D. Koch (2005) studied the sensitivity of investors’
reaction to the recent direction of the underlying market movement. They found
out that the impact of dividend announcement change on stock prices is greater
when the news of the announcement goes against the previous tendency of
market return. Thus, according to their investigation, the declaration of lower
dividend payments will lead to stronger decrease in the market prices when pre-
viously the company’s market prices showed an upward tendency during the six
weeks before the announcement. And, in case of dividend decrease, the news
would have a greater effect on market return if it has recently been normal or
down. Moreover, market volatility was also included into the investigation. The
researchers concluded that high market volatility provokes the higher degree of
uncertainty that may transfer to higher firm’s uncertainty regarding specific news.

The studies of Sharma (2011) and Pan, Tang, Tan, and Zhu (2014) analyz-
ing Indian and Chinese markets, respectively, over the approximately the same
period of time did not determine a significant market reaction to cash dividend
announcements. Meantime, Miletic’s (2011) results were in favor of dividend
relevance. Some of them found a negative relationship between cash dividend
announcement and the market reaction (Kadioglu, Telceken and Ocal 2015;
Viera 2011), others (Vazakidis & Athianos 2010) — a positive reaction over the
pre-announcement period.

Current research is different from those discussed above as it aims to ana-
lyze the banking sector that is excluded by most scholars. Moreover, the study is
based on the analysis of the Polish stock market that is relatively new, and there
is lack of dividend announcement studies for this market.

The empirical investigations about dividends of banking sector are limited.
A great number of studies that investigate the dividend policy exclude the bank-
ing industry from the study due to the strong banking regulations that restrict the
bank’s financial leverage and influence on income distribution process.

Banks are characterized by paying a larger dividend compared to commer-
cial companies. Therefore, the relation between the dividend policy and bank
risk is very important to investigate. Thus, E. Onali (2009) provided research
about the relation between banking dividends and two kinds of risk — default
and credit risk. The investigation included a sample of 335 banks for the period
of 2000-2007. He found a positive relation between dividends and default
risk and a negative relation between the former and retained earnings which
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is controversial to the literature findings regarding nonfinancial firms. Moreo-
ver, the investigation of the banking sector showed that dividend payments are
coherent with “inside/outsider agency issues, profitability, and size” that is similar
to nonfinancial companies.

Those studies that investigated the dividend announcements effect on the
market value for the banking sector showed contradictious results even for the
same market. Thus, testing Bangladesh market reaction to banking dividend
announcements, Bayezid and Chowdhury (2010) and Nezum and Jashim Uddin
(2014) identified no significant effect on the stock price, whereas Abdullah Al
Masum (2014) suggested a significantly positive effect of dividend policy on the
market return.

Current research will examine the effect of informational contest of dividend
announcements on the Polish stock return applying event study methodology.
The event study is not a new approach but only some of the above-mentioned
studies have been conducted using this method. Moreover, contrary to the pre-
vious studies, the current investigation will show the results separately for differ-
ent phases of economic development which will help to examine the effect of
dividend payout policy on stock return for company’s expansion and recession
periods.

The increasing consolidation, changes in production technics, and regu-
lations are important issues for the banking sector of Poland as well as for all
European countries. The period of 1997-2009 for the Polish banking sector was
characterized by rapid changes: changes in ownership structure and consolida-
tion processes occurred.

Empirical Analysis of the Dividend Announcements’ Effect on
the Stock Return

This section includes a short description and analysis of Warsaw Stock Exchange
and 6 banks selected for investigation. Moreover, the methodology for empiri-
cal analysis is provided. In the end, the results of the dividend announcements’
effect of 6 companies belonging to the banking sector and listed on Warsaw
Stock Exchange are described.
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Data Description

The Warsaw Stock Exchange (in Polish: Gietda Papieréw Wartosciowych
w Warszawie) was founded in April 12, 1991. There are 487 companies listed
on the Warsaw Stock exchange, 434 of which are domestic companies. The total
market capitalization of the exchange is 994,727.98 million PLN (domestic mar-
ket capitalization. 527,820.19 million PLN) in 2016 (WSE website).

The companies listed on the WSE are classified into different sectors of the
economy depending on their business activities and revenue structure by the
members of Index Committee of WSE. The sectors are grouped into three mac-
rosectors, which are: Industry, Finance, and Services. The most valuable macro-
sector is Finance with 597.37 billion PLN market capitalization in 2016, which
is about 60 per cent of the whole WSE. The market capitalization of the banking
sector that is included into the Finance macrosector is equal to about 49 per cent
of the total WSE market capitalization (WSE website). It makes the banking sector
most valuable among the WSE's sectors (Fig. 2).

Figure 2. Market capitalization of WSE by sector, 2016.

‘ Bindustry -215.8 bln PLN

60%

if

Banking I

49% //f//?///////,/

Finance - 597.37 bin PLN

Notes: The grey lines indicate the part of the Financial macrosector that corresponds to banking
sector. Source: WSE website (2016).

The dividend payments on the WSE were done for the first time in 1992
by six out of nine listed companies. Over the years, the number of listed com-
panies significantly increased which was accompanied by gradual increase in
companies that distribute dividends to their shareholders. Companies are not
required to issue dividends and could choose retained earnings instead of div-
idend initiations. The number of dividend paying companies could be seen in
Figure 3.

Investors_perception.indb 241 04.09.2019 16:23:47



242

Anastasiia Sorokina, Olha Zadorozhna

Figure 3. Number of companies paying dividends compared to the total number of companies
listed on the WSE for the period 2004-2015.
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Figure 4. Dividend payout ratio for WIG20 and WIGBANK Indices for 2006-2015 period.
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In 2008, when the crisis in the financial market occurred, the share of divi-
dend paying companies reached 32.1 per cent, which was higher compared to
previous years. The number of companies that distribute dividends declined sig-
nificantly over 2009 and 2010 which was equal to 26.1% and 27%, respectively.
However, from 2011, the number of dividend-yielding stocks started to increase.
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Over the 2011-2012, it rose enormously; thus, in 2011 it reached 142, in 2012 —
186 (which accounted for about 42 per cent). The increase tendency of dividend
paying companies remained over the last years: the share of dividend paying com-
panies in 2014 and in 2015 was equal to 46 and 49 per cent, respectively.

The dividend payout ratio for 20 largest companies and all banks listed on
the WSE could be seen in Figure 3.3. The ratio is calculated as the percentage of
total cash common dividends from normalized earnings' (Bloomberg). The divi-
dend payout for the banking sector of WSE significantly declined in 2008 to 9.25
per cent; in the meantime, for the 20 largest companies, the ratio was almost
60 per cent this year. However, in 2009, the dividend payout ratio for both
indices was equal to more than 46 per cent. Over the last years, the tendency of
increased dividend payouts is observed.

Among 487 companies listed on the WSE, 15 companies belong to the
banking sector. For the research purposes, only the companies that are listed for
the whole analyzed period, namely 2006-2015, were selected so as to widely
examine the changes in the dividend policy of the companies through the deter-
mined period of time. Thus, after excluding the banks with the first list date after
2005, 10 companies in the banking sector remained, among which 6 companies
paid comparatively regular dividends for the last five years. Therefore, for further
investigation of the impact of dividend announcements on stock return, six banks
listed on WSE have been taken (Table 1). The selected banks are highly market
capitalized and account for 86.6 per cent of the total WIG-banking portfolio.

Table 1. List of the companies selected for the current investigation.

Full name Ticker Date of first | Market value
listing (min PLN)

BANK POLSKA KASA OPIEKI SA PEO PW Equity Jun 1998 39777.3
POWSZECHNA KASA OSZCZEDNOéCI PKO PW Equity Nov 2004 31625.0
BANK POLSKI SA

BANK ZACHODNI WBK SA BZW PW Equity Jun 2001 28078.4
ING BANK éLASKI SA ING PW Equity Jun 1994 15403.8
BANK HANDLOWY W WARSZAWIE SA BHW PW Equity Jun 1997 10523.3
BANK MILLENNIUM SA MIL PW Equity Aug 1992 7278.7

Sourse: WSE website and Bloomberg (2016).

' Normalized earnings — earnings that are adjusted for cyclical variations in the economy (Scott

2003).
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The short characteristics of the banks taken for investigation are provided
below.

BANK HANDLOWY W WARSZAWIE SPOtKA AKCYJNA (BHW) is a Polish
bank that is based in Warsaw and was established in 1870. It is the eighth largest
bank in Poland with 2.4 billion market value. In 2001, the bank was merged by
Citigroup and, currently, operates by the brand name Citi. Since June 1997, BHW
has been listed on the WSE and included to the WIG20 Index (BHW website).

BANK ZACHODNI WBK SPOt KA AKCYJNA is the third largest Polish bank
that is based in Warsaw, Wroclaw, and Poznan. It was founded in 2001 by the
merger of Bank Zachodni S.A. and Wielkopolski Bank Kredytowy SA and has
been listed on the WSE since June 2001. Since 2011, the Bank has been owned
by the Santander Group (Spanish bank). In 2013, it merged with Kredyt Bank
(WBK website).

ING BANK SLASKI SPOLKA AKCYJNA (ING BSK) is a Polish commercial
bank based in Katowice. It was founded in 1988 as a result of dividing from
the National Bank of Poland.ING BSK has been listed on the WSE since January
1994. Since 2011, it has operated with the current name as a result of merger
with ING Bank N.V. Branch. Currently, it is the fifth largest bank listed on the WSE
with 3.9 billion PLN market capitalization (ING Bank Slaski SA web-site and WSE
website).

BANK MILLENNIUM SPOLKA AKCYINA is a Polish commercial bank that
was founded as Bank Inicjatyw Gospodarczych S.A. in 1989. It was the first finan-
cial institution that started to be listed on the WSE in 1992. The bank merged
with Lodzki Bank Rozwoju S.A in 1992, with Bank Gdanski S.A. in 1997 and has
been cooperated with the Portuguese bank Millennium BCP since 1998. Since
2003, it has been named as Bank Millennium (Bank Millenium website).

BANK POLSKA KASA OPIEKI SPOLKA AKCYJNA is a Polish bank founded in
1929 as a national bank with headquarters in Warsaw. Currently, 59 per cent of
the company belongs to Italian bank UniCredit. From 1998, the bank has been
listed on the WSE. It has around 1000 offices in Poland (PEO website).

POWSZECHNA KASA OSZCZEDNOSCI BANK POLSKI SPOtKA AKCYJNA
is the largest Polish bank with 20.6 billion market capitalization (about 31 per
cent of the whole Polish banking sector). The bank was founded in 1919 and has
been listed on the WSE since 2004. In 2000, the Bank became wholly-owned
subsidiary of the State Treasury (PKO website).

The data for the empirical research have been obtained from the Bloomberg
database. Thus, the historical daily closing stock prices for selected 6 banks, for
indexes WIG, WIG20, WIG-banking, and MSCI Europe Banksfor the time period
from January 2005 till the end of December 2015 have been collected.The data
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for such a corporate action as dividend announcement events have been taken
from Bloomberg for the period January 2006 — December 2015 so as to analyze
the dividend announcement events over 10-year period starting from 2006. The
announcement dates were obtained only for cash dividend payments as, usually,
in the studies, they are examined separately from the stock dividend distribu-
tion due to a different effect on stock returns. Thus, the dates of cash dividend
announcements were checked with stock splits and stock dividend events in
order to exclude concurs. Over the analyzed period, only ING Bank had stock
split (1:10); however, in November 2011, the company did not provide the
dividend announcement. The stock return for those split has been adjusted via
dividing the first price after the split by 10. Therefore, the split would not distort
the results of the investigation. The announcements of omitted and canceled
dividend payments also were not included into the investigation. Therefore, for
6 selected banks listed on WSE, 43 cash dividend announcements from the 2006
till the end of 2015 were found (Table 2).

All defined dividend announcements were classified in three categories
depending on the change direction. Based on the Nur-Adiana, Rosemaliza, and
Yusnidah’s (2002) method of classification, the dividend reduction by 10 per-
cent and more was defined as a negative dividend change; dividend increase by
10 percent and more was separated to the positive dividend changes category;
the other dividend changes that were not included into the mentioned catego-
ries belonged to neutral dividend changes. After the categorization, 27 positive,
13 negative, and 3 neutral dividend changes have been defined.

The tendency of omitted dividends occurred during the crises period: in
2008, half of analyzed companies initiated dividend payments; whereas, in
2009, only PKO (Powszechna Kasa Oszczednosci Bank Polski Spotka Akcyjna)
paid dividends among the 6 banks.

The impact of the global financial crisis (the burst of the “credit bubble”) on
the Warsaw Stock Exchange occurred between November 2007 and January
2009 that was accompanied by 57.95 per cent drop of WIG Index. The market
return diminished by 72.24 per cent over the same period for WIGBANK Index
(Fig. 5). The highest price drop was in October 2008 (-31.13% of WIGBANK
Index) and over the first two months of 2009 (about -26% of WIGBANK Index).

The price movements of the 6 analyzed banks are shown in Figure 6. The
stocks of MIL PW Equity, PKO PW Equity, and ING PW Equity are highly volatile.
Thus, the stock price for these companies declined drastically over the financial
crisis period compared to other three analyzed companies. The strong drop of
market prices for ING Bank in the last quarter of 2011 was associated with the
stock split (1:10).
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Figure 5. WIGBANK Index market return over 01.2005-12.2015 period.
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Figure 6. Historical last prices for six banks listed on WSE for the period of 2006-2016.
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Source: Bloomberg (2016).
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The average dividend yield for the banking sector of WSE for the last 7 years
equals to 2.8. Figure 7 demonstrates the significant increase of dividend indi-
cated yield® of analyzed banks over 2008-2009 years which occurred mainly
due to the drastically drop in stock prices. The dividend yield increase over 2011
was also supported by price decline. However, from 2012, the increase of the
indicator was accomplished by increase in dividend payments. The above deter-
mined dependences could be observed through the tendencies of stock prices
(see Figure 6) and dividend payout ratio (see Figure 4) which determine the

dividend yield.

Figure 7. Dividend Indicated Yield for 6 banks listed on the WSE, 2006-2016 period
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Source: Bloomberg (2016).

In order to estimate market return for the current empirical research, WIG
Index has been chosen. WIG Index is a price index that has been calculated since
April 16™, 1991. The calculation of this Index is based on the value of portfolio
that includes shares of all companies listed on the WSE.

2 Dividend indicated yield could be found by dividing the most recent dividend muiltiplied by
the number of dividend payments per year by the current stock price (measured as percentage)
(Bloomberg).
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The industry return has been measured with the help of MSCI Europe
Banks Index. This a free-float weighted equity index was developed with a base
value of 100 in December 31%, 1998. MSCI Europe Banks Index includes large
and mid capitalized banks across 15 Developed Markets countries in Europe
(Bloomberg).

Additionally, in the work, such indices as WIG20 and WIG-banking are men-
tioned. However, these indices were not included into the regression as they
contain the same data and the model could regress share prices in the indices
that already consist of them. Three analyzed banks account for more than 30 per
cent of the WIG20 index. And, these two indices are based almost on the same
stock prices. Therefore, in order to avoid such problems of econometric estima-
tion, WIG Index and of MSCI Europe Banks Index have been used.

WIG20 Index is a price index that has been calculated since April 16", 1994.
The calculation of this index is based on the value of portfolio that includes shares
of 20 major and the most liquid companies in the WSE. Moreover, the number of
companies from the same exchange sector could not exceed 5 companies. Thus,
PKO, PEO, and BZW stocks are included to WIG20 Index with the share in the
portfolio of 13.4%, 12.2%, and 5%, respectively.

WIG-banking is a sectorial sub-index that has been calculated by the WSE
since December 31, 1998. It allows to estimate the efficiency of investments
into the banking sector. The index is based on the same as WIG Index meth-
odology and also includes the income from dividend and subscription rights.
Currently, WIGBANK Index includes 15 banks. The analyzed 6 banks amount to
86.6 per cent from the total WIG-banking portfolio.

The WIG Indices are calculated as below:

Current capitalization
Underlying capitalization*Adjustment factor

Index =

*Index underlying value

Where Index underlying value is 1 279.56 points for WIG-banking and
1 000.00 points for WIG and WIG20 Indices (WSE website).

The research methodology

The applied event study methodology is widely used and is not unique. It was
described in the paper of Campbell, Lo and MacKinlay (1997). An efficient mar-
ket reacts to all types of news and announcements and incorporates this infor-
mation into stock prices. Dividend announcements as a type of events directly
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affecting equity market prices could be measured by unexplained residual-
abnormal return — of the model below:

rn=a+piM+yr +e (1)

where r, — daily stock return,
r — market portfolio return,
r{ — industry-specific return,
e, — abnormal return.
All returns have been calculated with the help of the bellow formula:

(P -Pa)
R

where P, stands for the particular daily close price.

Market return, r, is the return on WIG Index that represents “market”. It is
value-weighted return on the all shares traded on the Warsaw Stock Exchange.
Industry-specific return, r/, is return on another market index — MSCI Europe
Banks Index. General market trends are well-captured by the representative
Indices.

The impact of the dividend announcements on the stock prices are esti-
mated by measuring cumulative abnormal returns (CAR) during the event win-
dows. An event window [t,;t;] is defined as an interval of time around the specific
event (T*) during which the market reacts to the news and appropriately adsorbs
obtained information by adjusting prices. In terms of the present research, the
dividend announcement stands for the event that is expected to influence the
share prices. The estimation window [t,;t;], on the contrary, is a period of time
before the event during which the market model is estimated (see Figure 8).

2)

r[:

Figure 8. Event Study Periodization.
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Estimation window used for our computational analysis is fixed at [-180; -12]
days before the actual event. It results in 168 business days’ length [t,;t;] which
is relevant to the annual frequency of the dividend announcements in our data
sample. The estimation window covers eight months for estimation of the normal
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returns and do not concur with the event window, which makes the selected
interval appropriate.

For testing purposes, nine event windows for each event are constructed. All
possible combinations of [-2; +2] business days are as follows: [-2; 0], [-2; +1],
[-2; +2], [-1; 01, [-1; +1], [-1; +2], [0; 0], [0; +1], [0; +2]. Day O is the actual
event date. Before the dividend announcements, market participants form cer-
tain expectations regarding the future event. After the actual announcement took
place, the stock prices move appropriately adsorbing the coming data. Suggested
length of the event windows is more or less standard for such event studies. It is
believed to be long enough to estimate the impact without bringing additional
“noise” and distorting significance of the results. The database is discrete and
does not include weekends and holidays when the stock exchange is closed.

The event study methodology includes a sequence of steps described below.

Firstly, the parameters (a, f) of the equation (1) are estimated during the esti-
mation windows for each event of each company during the examined 10-year
period.

Secondly, e, — error term — is calculated for each event for all combinations
of event windows:

e=r—a—pM—yr (3)

Thirdly, cumulative abnormal returns (CAR) are obtained as a sum of error
term element of the equation for all time shifts:

t

CAR =S¢, 4

j=to

The final step is to determine whether CAR is statistically significant or not.
In case of its significance, this means that the effect of dividend announcements
on the marker return exists. On the other hand, if CAR is not statistically signifi-
cant, dividend announcements do not influence any abnormal returns and it is
impossible to get extra return by applying event arbitrage investment strategy. In
this case, firm dividend policy is irrelevant and does not bring any relevant infor-
mation to the stock market.

CAR could also be positive or negative. Statistically significant and positive
CAR could be explained as dividend announcements having a positive impact
on abnormal returns. A negative sign of CAR means that suggested event respec-
tively has a negative impact on the estimated abnormal return.

To examine the response of the event on the return and determine whether
the abnormal return is statistically significant, the t-test was employed. It is the
leading test statistics used in the event studies (Ahern 2009). The t-statistic is
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estimated by dividing the average event-period abnormal return by its estimated
standard deviation:

AR

T-test = AR _SD (5)

sqrt(N)

where AR is the abnormal returns (i.e. CAR), AR_SD — the abnormal return stand-
ard deviation, and N —a number of days in the event window (Princeton Univer-
sity Library 2008).

If the absolute value of test is lower than 1.64, then the average abnormal
return for the stock is not statistically significant. The ranges below determine the
significant difference from zero at the 10, 5, and 1 per cent levels:

1.96 < t-test < 1.64- significant at 10 per cent level;

1.96 < t-test < 2.32- significant at 5 per cent level;

2.32 < t-test- significant at 1 per cent level.

Thus, the research hypothesis is tested over the constructed data sample by
applying described above methodology. It enables to make further generalization
regarding the dividend relevance under specific circumstances for the banking
sector of the Polish stock market.

Empirical Results

The analyzed data sample consists of the daily data for six companies representing
the banking sector that are listed on the Warsaw Stock Exchange.Each company
investigated in the current research pays out dividends annually with the excep-
tions for years when all earnings were retained. A banking dividend announcement
served as a central event in the event study. The purpose of the present research
was to check whether a dividend announcement as type of event influences the
stock prices. The event study methodology was applied for the investigation and
is described in the respective section of this paper. Cumulative abnormal returns
(CAR) and their significance are tested for 9 possible event windows.

The main finding of the performed analysis is the significant impact of the
dividend announcements on the cumulative abnormal returns just after the
actual announcement occurs. Thus, the statistically significant effect on the mar-
ket return mostly occurs in two event windows, mainly: [-1;0] and [0; +1].

The summary of the results for mentioned event windows for all compa-
nies analyzed is presented in tables 3.3. and 3.4. In the efficient highly liquid

Investors_perception.indb 252 04.09.2019 16:23:49



|9A9)] nXuO_\

Je — , {|OAD| %G 1B — 4y {[OAD| %L JB — 44y :DDUBDLIUSIS [EDNSIFEIS 9JEDIPUL YYD O3 IXoU pasjew sieys oy ‘sisayiuated ay ul si sonsiels-1 :SajoN

(¥¥92°0) (6585°0)  (€068°0)  (189€°CL) (6£0°0) (S¥98°0-)  (9¥€C0) (veer'c)  (996C°0-) | 1e1s)
L€00°0 59100 EVC0°0  #xx€€10°0 L0000 §9¢0°0- €V00°0 xxx/¥C0°0- ££00°0-| ¥VD| Md OMd
CriyL-) (££TT°9) (@eo'L) (Sl 0) (61250) (1-) (G191 (6STS°0)| 118}
¥C0°0- %xx6810°0 §5¢0°0 8100 1910°0  8£00°0- £910°0 €800°0-| ¥VD| Md Oid
(L69£°0) (€0£°0) (£609°0) (€96L°CL)  (£529°07)| ¥eis)
50900 8900°0 9L€0°0 +xx18L0°0- €710°0-| ¥VD| Md TIW
(19€9°0-)  (909+°0-) (TLS€¥) (£016°0-) (9¢vL0)  (€789°0)| Y118}
800°0- Z¥00°0- #xxC900°0" £800°0-  %xx£600°0 S00°0-| dVD| Md DNI
(S¥ST L) (€09¢v-)  (96CL°LY) (181L9°0) (LTL¥'L) (€ssz L) (9TLS7L) | yers)
/82070~ #xx¥1C00- x¥100°0- 6¥00°0 L¥¢0°0- x8090°0- 8¥0°0-| dVD| Md MZ4
(Les6°g) (8zLy'L) (€698°0) (8LEV'LY) (¢0¥9°0) (1L6S£°0) (88€T°L-)  (16¥8'9-)| 1e1s)
*xx9C€0°0 8¥10°0 ¥81L0°0  €¥L0°0- IYL0'0  £ECOO- LYO'0- #+x6¥00°0-| UVD|Md MHE
S10cC v10¢ €10¢C cl10c LL0C 010 600¢C 800¢ £00¢ 900¢C A203S

‘ajdwies eyep ajoym sy} 10y MOPUIM JUSAD [(f -] 10§ SHNSAI 9] JO Alewwns ay| € djqel

04.09.2019 16:23:49

Investors_perception.indb 253



[OAD] %0 I8 — 4 {[OAD] %G JB — 4y ([OAD] %L JB — 44y :OOUBDLIUSIS [BD1ISIIEIS 9JEDIPUI YD) O} IXaU pasew sieys ay] “sisayjualed ayj ul si sO1sIIels-] :S3JON

(€4¥£0)  (88S¥°0-) (Z¥99°0)  (¥O¥6°0) (L6S0°0) (£88¢°¢) (€0S'0)  (€18L°C) (881€0)| o187
§Z00°0 £110°0- 84¢0°0 €CL00 80000  x%x1180°0- 71100 %x6€C0°0- «x1TE0°0| UVD| Md OMd
(6952°0-)  (5829°0) (9699°0) (8£¢50)  (6£9°0°) (L) (L6€6°L) (L¥€S0)| 118
50¢0°0- 6,000 G200 #xx9€¥Y0°0  8¥L0°0- ¥800°0- 50200 ¥2000| d¥VD| Md Oid
(+962°0-) (92¢C07) (SzeLy)  (£S26°L) (€S0L Q)| ye1s)
¢810°0- 6¢00°0- #xxCL90°0  %x65C0°0- «+CCP00| VD Md TIW
(60£9°0) (6£58°0) (£€S0°C) (#90°1) (£0t8°0) (681°0)| oI5
9¥00'0  ¥£00°0- #%x96C0°0- €8¢0°0 99000 €500°0-| dVD| Md DNI
(961LL°0-)  (85¥0°+) (£661°0-) (€28TC)  (££85°0Y) (¢098°¢C) (280°L-)| 1e187)
6C00°0- *xx5910°0- L1000 %x£0L0°0- 6€00°0- #%x80£0°0- €6£0°0-| dVD| Md MZ4
(£s66°C)  (S6LT°L)  (9T9+°07) (860°0-) (ZLT¥0)  (€CSL9L) (£888°0-) (8609°CT)| 1818}
#xx99€0°0 9¢10°0 8¢00°0- ¢C00°0- 8000 #xx5£00°0 €G€0°0- #x+£S00°0-| ¥VD|Md MH4
S10¢C v10c €10¢ c10c LL0C 010¢ 600¢C 800¢ £00¢ 900¢ 2031

.w_m_rcmm elep 9|0ym 9yl 10j MOPUIM JU2A [L+ \O_ 10j sj|nsal ayj Jo Arewwins 9yl ‘¥ 9|qeL

04.09.2019 16:23:49

Investors_perception.indb 254



The Effect of Dividend Announcements on Stock Returns for Banking Sector: Evidence... 255

financial market, all the incoming public information is immediately adsorbed
and incorporated in the stock prices. Market participants form their expectations
in advance, and after the actual announcement takes place, they adjust their
beliefs. Due to the fact that the current research covers daily price data (not the
intraday data), it seems to be most appropriate to focus on the short period of
time just before and shortly after the event. The estimation results for other event
windows are provided in Appendices 3-8.

The summary of the results presented in table 3 and table 4 confirms the
main hypothesis that the dividend announcements have a significant impact on
the cumulative abnormal returns of the sample companies from the banking
sector listed on the WSE.

Table 5. Statistical significance of CAR over tested event windows for each company analyzed
during 2006-2015 period.

% of signif-
Stock 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 | ‘<" AR
for each
company
BHW_PW | + - + - - + + + 63%
BZW PW | -  + w4 . 8%
INGPW | + +  + N S 50%
MILPW | +  + o+ ) ) 60%
PEOPW | -  + S L 50%
PKOPW | + + - + + + - S65%
% of signif-
icant CAR
icant C 67% 83% 67% 100% 100% 60% 40% 50% 60% 25%
for each
year

Notes: In case of the statistically significant CAR on dividend announcements, the event is
marked as “+"; otherwise “-“. If the cash dividend announce was omitted, the sell is blank.

On average, 65 per cent of the dividend announcements have been followed
by statistically significant CAR. Table 5 demonstrates which events had a statisti-
cally significant impact (marked by “+”) and which did not have (defined as “-*)
in different event windows over the 10-year period. Moreover, it could be seen
that during the financial crisis the percentage of significant dividend announce-
ments in the whole number of events increased. Thus, almost all dividend
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announcements influenced stock market return significantly over 2008-2010
period. This means that the informational content of dividend announcement
for investors was pronounced during the crisis. Additionally, over the last four
years, only about half of dividend announcements are supported by significant
investor’s reaction.

Nevertheless, the direction of the relationship between the dividend
announcements and the cumulative abnormal return is not obvious as some of
dividend events show a direct relationship with the stock returns, some of them
— inversed. The direction of dividend change and market reaction on it are visu-
alized in table 6.

The positive and negative dividend changes are accompanied by the respec-
tive sign of CAR in case of 56 per cent of dividend announcements. Thus, almost
60 per cent of increased (decreased) dividend announcements lead to increase
(decrease) in stock prices, whereas all neutral dividend announcements showed
a negative market reaction. Therefore, it seems that increased dividend payments
signals positive future perspectives of the company to investors and lead to stock
returns’ improvement. However, about 37 per cent of analyzed dividend events
show the inverse relationship between dividend direction and market returns.

The tendency of omitting dividend announcements occurred in 2008 when
the WSE faced the financial crisis®. Thus, half of the analyzed companies can-
celed dividend announcements. However, for those three companies that initi-
ated the dividend payments in 2008, the results of CAR were mixed. The ING
stock faced negative market return of dividend announcement at [-2;0] window
with significance at 10 per cent level. The second bank initiated dividend pay-
ments in 2008 (MIL) obtained a positive investor’s reaction at the [0;+1] and
[0;+2] event windows with statistical significance at 1 per cent level. Meantime,
there was not significant impact on the return of PKO stock for this year.

In 2009, only one of six banks initiated the dividend announcement that
was accomplished by the negative CAR on the first day after announcement
with the statistically significance at 1 percent level. Already in the next year, the
companies recovered the dividend announcements. Thus, in 2010, four of six
companies and, in 2011, all companies decelerated dividend payments. Over
these two years (2010-2011), almost all dividend declaration events were asso-
ciated with the statistically significant abnormal return across the different tested

3 The impact of the global financial crisis on the Warsaw Stock Exchange occurred between Novem-
ber 2007 and January 2009 by 57.95% drop of WIG Index and by 72.24 % for WIGBANK Index
(author’s calculations).
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event windows; whereas about 45 percent of the dividend announcements over
2012-2015 period were statistically significant (Tables3 and 5).

To sum up, the presented above results confirm the banking dividend
announcement relevance for the Polish market return over 2006-2015 period.
Thus, about 65 percent of announced events affected the market return for the
whole period. Moreover, during the financial crisis, almost all of the dividend
initiations were accompanied by significant stock market response. Moreover,
the tendency of the forward relationship between dividend change direction and
stock market return is observed in 56 per cent cases of dividend initiations. Thus,
more that in half cases, the tendency of investors’ reaction to dividend changes
is observed as follows: positive dividend changes lead to positive market return
and the announcement of negative dividend change negatively affect the stock
prices.

Conclusion

A great majority of theoretical and empirical studies have been produced to
define the relationship between dividend payouts and firms market value, espe-
cially, after the publication of the dividend irrelevance theory by MM (1961).
However, after several decades of investigating the issue, there is no consensus
about dividend payment influence on stock returns.

The literature on dividend policy could be divided into two main schools of
thought: those that argue in favor of dividend irrelevance and those that argue
in favor of relevance of dividend payments in determining the firm'’s stock price.

MM argued that investors are indifferent between dividends and capital
gains; therefore, the dividend distribution does not affect shareholders’ wealth.
However, it is hard to support the theory under the market imperfection due to
the fact that it is based on the set of assumptions of perfect market and rational
investors.

Taking into account various market imperfections (such as taxes, agency
problem, transactions costs etc.), a lot of theories that show the relevance of
dividend policy on market return have been developed. Some of them suggest
that high dividends increase share value (‘bird-in-the-hand’ theory), others — that
low dividends increase share value (the tax preference theory). Informational
content of dividends (signaling), the agency cost theory, and the clientele effects
also argue in favor of dividend relevance.

However, it was presumed that the tax preference theory that indicates that
different taxation of dividends and capital gains influences investors’ preferences
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and hence stock prices, is not applicable for the Polish stock exchange. The sug-
gestion has been made based on the information that there is no difference
between Polish integrated long-term capital gains tax and integrated dividend
tax rate. Therefore, taking into account taxes, the investors’ behavior in response
to dividend announcements of the companies listed on the WSE could be
indifferent.

The literature review indicates that the current research is different from the
recent studies conducted. There is no similar research that investigates the div-
idend announcement impact on the WSE market return separately for banking
sector — the most valuable sector on the Polish market (49 per cent of the whole
market capitalization). Moreover, the current investigation included the sample
of the latest period including the financial crisis.

Current paper investigated the reaction of the stock market to the announce-
ments of cash dividend payments of the companies belonging to the banking sec-
tor and listed on the Warsaw Stock Exchange. The effect of informational contest
of dividend announcements on the Polish stock return has been examined with
the help of event study methodology using abnormal return (AR) and cumulative
abnormal return (CAR). In order to estimate the market and industry returns for
the current empirical research, WIG and MSCI Europe Banks Indices, respec-
tively, have been chosen. The data sample included 43 dividend announcements
for six banks listed on the Warsaw Stock Exchange over ten years starting from
2006.

The analysis of the Polish market showed that the impact of the global finan-
cial crisis on the Warsaw Stock Exchange occurred between November 2007
and January 2009 and was accompanied by 57.95 per cent drop of WIG Index
and by 72.24 per cent for WIGBANK Index. Moreover, the dividend payout ratio
for the banking sector of WSE significantly declined in 2008; it was more than
six times lower compared to the ratio for 20 largest companies of WSE (WIG20
Index). However, already in 2009, the dividend payout ratio for both Indices was
approximately the same and equal to more than 46 per cent. Over the last years,
the tendency of increased dividend payouts is observed for both sectors.

The empirical results showed statistically significant CAR after the dividend
announcement for about 65 percent of announced events over the years ana-
lyzed. Consequently, the study confirms that investors recognize the informa-
tional content of dividend announcements; and, as a result, the impact on the
Polish market returns for the banking sector occurs.

Moreover, it was indicated that during the financial crisis almost all of the div-
idend initiations were accompanied by significant stock market returns, the sign
of which directly depended on the direction of the dividend change (positive/
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negative dividend changes led to positive/negative market returns). On the other
hand, the last four years analyzed show the decrease of investors’ response
to dividend declarations as only 45 per cent of all announcements during this
period had statistically significant CAR. This conclusion highlighted the dividend
policy importance for investors during the crisis period when the shareholders
treated dividend payments as additional source of information regarding future
companies’ perspective.

In addition, the tendency to direct relationship between dividend change
direction and stock market return is observed in slightly more than half of divi-
dend initiations: positive dividend changes lead to positive market returns, and
the announcement of negative dividend change negatively affects the stock
prices. This indicates that dividend increase is treated by the investor as a good
news about company’s future performance which is complained with positive
movement of stock prices; and vice versa, the decrease of dividend payments
through the shareholder’s expectation lead to negative market returns.

The impact of dividend announcements on the stock returns is important
knowledge for financial managers as it shows that their dividend policy decisions
influence the company’s value. Especially, the dividend relevance is strong during
the crisis. The policy makers could provide the information to their shareholders
about future perspectives with the help of dividend announcements which will
affect the stock prices.

The study fills up the lack of empirical studies regarding the investor’s behav-
ior in the response to the dividend announcement for Polish market during the
last ten years. The main hypothesis of the current investigation has been con-
firmed which means a significant reaction of investors to changes in the dividend
policy of the companies. The dividend relevance has been proved based on
the sample of banking dividend announcements of the WSE for the 2006-2015
period.

Further research could also cover the investor’s reaction to omitted divi-
dend payment that was expected to be paid but was not declared by the board
of directors, and compare the effect of banking dividend announcements with
other Polish market sectors.
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