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Abstract

The capital market appeared in Poland relatively not far ago, so it is the young market and is not
shaped well. Although, the development rate does not satisfy all the believers of the capital market, it
should be emphasized that this market is functioning and is developing. Market indicators are a
significant element of the market analysis performed by means of fundamental analysis. The aim of
this article is to study the statistic regularity in the scope of indicators connected with a dividend. In
Poland dividend is not discussed often and indicators connected with dividend are practically not used
in stock analysis. This study will show the usefulness of these measures in the analysis connected with
investment on the stock exchange market. The analyses are conducted for some dividend variables on
the Warsaw Stock Exchange (dividend rate of return and pay indicators, stopping and re-investment).
The analyses concern data in the period of 2000+-2006. Some statistical parameters to detect statistical
regularity for dividend rate of return and pay indicators, stopping and re-investment on the Warsaw
Stock Exchange are used in the paper. The author tried to analyse the relation between selected
variables too. The study should make it possible to decide if measures such as dividend rate of return
and pay indicators, stopping and re-investment are unquestionably important and useful in stock
analysis. It is particularly important from the point of view of long-term investment, as well as the
fundamental analysis. They should be included in the group of market indicators in case of statistically
significant influence of measures connected with a dividend on investment profitability. This leads to
the possibility of significant growth of an investment that can turn out profitable on the capital market.
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Introduction

The capability of capital allocation to valuable papers has appeared along with the
development of the market economy. This alternative gives the possibility to have fast and
large earnings, but simultaneously is encumbered by higher risk of the capital loss. Certainly,
the capability of investment is not giving desired increments. This process is more
complicated and requires proper theoretical and practical preparation, so forces the investor to
have the knowledge of technical, basic and portfolio analysis. The market ratios are the source
of very important information on the capital market. Their role and the meaning in developed
capital markets is very high, and practically their application is considerably extended (e.g. in
the process of the company valuation by the income method). The usage of the market ratios
by the investors on the stock exchange market is also important.

In this aspect the following are of special significance':
— the price earning ratio (P/E);
— the price book value (P/BV);
— dividend yield (DSZ).

These relations are the elements of the basic analysis, which is a most often used
method in case of long-term investment. The subject of investigation in the following article
is the dividend, its statistical analysis and the attempt to define its role on the Polish capital

market’.

1. Description of Scientific Procedure

Taking into consideration the market ratios it is apparent that recently the dividend
paid by stock companies has been discussed more and more often. It is the key ratio in
developed capital markets which supports the investment decisions. This ratio allows to
describe the relation between a dividend and a market share price.

Its structure is as follows’:

Dividend yield = —3¥19end_ 164 (1)
price of share

In the developed markets this measure is compared to the sector norm or to the whole
market. Its high amount means that a share is overvalued, the low one — that it is undervalued.

The level of the stock exchange development in Poland is not high and has no significant
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meaning, but it might be used as additional information helpful in other stock analyses. It
should be added that recently most Polish stock companies have started to forecast the
information power of the dividend itself. However, the fact of building stable stock ownership
has the most important meaning in the context of dividend, as it is happening in the developed
capital markets. It also has great strategic meaning from the point of view of a company
development.

A stock player, apart from the profits which might be obtained due to the changes of
share prices, also considers the level of paid dividend and the return rate from the last years.
Thus, it presents moderately stable revenues for them which they might use for financing new
investment and consumption. The second aspect that emphasizes the meaning of the dividend
in the process of an investment decision-making is the comparison of dividend yield with the
interest on time deposit in banks. If the dividend yield is higher than the interest on deposit,
then investors (particularly physical persons) will choose this form of investment — the
purchase of company stocks that pays the dividend. Moreover, it shows that stock prices of
companies which pay dividend regularly have the upward tendency on the market. The fact
that appreciation of stock prices is connected with the dividend payment should not surprise
anybody, because companies paying the part of generated increment to their shareholders
basically enjoy good financial conditions. It is not only connected with the obtained profit,
but also with the level of obtained financial ratios (liquidity, profitability or profitability) as
well as the markets (P/E, P/BV, DSZ — dividend yield). Certainly, there are investors who are
most focused on increments that might be obtained directly from share price changes. In such
case, they take into consideration the companies that reinvest their profit. The reinvestment
relies on assigning its considerable part to development.

When determining a company character — if it is growing or profitable, it is important
for an investor to obtain information from basic analysis: the level of financial and market
ratios, the way the property is secured, adopted strategies and the direction of development,
investments, their kind, the manner of management, etc. The capital profitability ratio and the
verification of its level in last years is particularly important. In this context all the efforts are
aimed at its maximization with the simultaneous development of the company.

In this article the author attempts to apply the following measures which make it
possible to determine the character of the company™:

— astop ratio

_ Profit - Dividend

WZ
Profit ’ (2)
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— apayment ratio

_ Dividend per one share

ww : 3)
Profit per one share
— areinvestment ratio
WR = Capital profit- Stop return | 4)
Capital profit = Increment n_et . (5)
company capital

The high amount of the ratio (5) indicates a good financial condition. It is also the
positive signal for stock investors and stockholders, because it gives the chance of higher
dividend and further dynamic development of the company.

The next procedure depends on describing the amount of obtained ratios. So, if the
measure (2) reaches the high level, we are entitled to say that a company is profitable. The
low level is typical of a developing company. Then, the index (3) should be read vice versa.
The comparison of the above mentioned relations is not the last thing to be done. The amount
of the last of the presented measures (4) is significant for the correct description of the
company. As it shows, it includes in its construction the capital profitability ratio and the stop
ratio - the greater the first value, the more entitled we are to say that the company is growing.
If the relation has the reverse character — the company is profitable. There is a rule that if the
relation (2) is high, then the relation (3) is proportionally lower. Such situation results, among
others, from the construction of the above mentioned examples.

In the conditions of developed market we can relate the above mentioned measures to
the established sector and capital standards. These ratios are then more useful in stock
analysis conducted in order to choose the most successful investment. In Poland, however,
just as in the example (1) these measures still support an investment decision and should be
treated rather as complementary, although their importance is still growing on the capital
market. Nevertheless, these ratios should be monitored. In this way we can check how stock
companies behave, what are the tendencies connected with the dividend. Such information
indirectly allows the conclusion concerning the growth of the Polish capital market and about
trends connected with it.

The companies that are still in the economic or technical phase of development are
rather focused on investments than in profit sharing in the form of dividend among their
stockholders®. From the investor’s point of view, on the one hand such situation is
advantageous, because as it has already been mentioned, it can lead to increased prices of

stock shares of these companies in a long-term, which can bring higher profit for the investor.
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Such a company, through its development, also has the opportunity to obtain advantageous
financial results, and as it is well known has the possibility to receive profitable financial
results, which obviously has a positive effect on its share prices. On the other hand, if the
dividend is not paid, prospective buyers are not encouraged to invest in the company shares,
which in turn results in lower share prices. Besides, in Poland the income from dividends is

taxed by income tax of 19 %, which also discourages many investors.

2. Statistical Analysis of Dividend in Selected Companies

A statistic analysis of the dividend issue on the Polish capital market was carried out
in selected companies listed on the Warsaw Stock Exchange. There were non-financial
companies, which joined index WIG20 in March 2005. The study included years 1997-2003.
On the basis of the information about the level of the dividend in thousands of PLN, net profit
in thousand of PLN, the number of shares in millions and the profitability ratio of the
ownership capital selected ratios were determined characterizing the problem of dividend.
They were: dividend yield, a payment ratio, a reinvestment ratio and a stop ratio. In the next
period the adequate descriptive statistics x;, S(x), Vs, M, Q, Vo, A> were calculated that allowed
to present the problem synthetically. The analyses included the WIG20 companies that were
treated as the most representative and the best from the economic and financial point of view.
The statistical analysis conducted for such companies was an attempt to assess the Polish
capital market as far as the possibility to use dividend and related ratios in the investment
decision-making is concerned. On the other hand, if we assume that the selected companies
are representative for the Polish capital market, we can assess the capital market and its
development level. When we compare the amounts of ratios obtained by the examined
companies, it was the median that was the base of reference and was regarded as normative
value. The median is an important statistical measure, one of the positional measures of
central tendency, which can be used when we are not interested in large deviations. It makes it
possible to characterize the set of data without distortion resulting from such big differences
that occur among the numerical data. The median is largely independent from extreme values
(minimum and maximum) of the numbers in the studied set. However, it is not the parameter
without defects so it should be used carefully.

The results of that analysis are presented successively in Tables 1-6. Table 1 shows the
dividend level for the selected companies included in the study (Figures 1-2b are a graphical

demonstration of the dividend level for the selected companies). The results prove that not all
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of the 14 of the analysed companies generated the profit for distribution. Moreover, the level
of the dividend in all the companies was differentiated and unstable both in time (e.g. KGHM,
KETY did not always pay the dividend) and in space (there are significant differences in
dividend levels among the companies). It is also confirmed by descriptive statistics presented
in Table 2 where the levels of indicated central tendency measures, an arithmetic average and
a median, differ significantly (e.g. in 1999 x =3232.36 and M =1644.5). It should be
mentioned that the arithmetic average in each of the analyzed years is almost twice as big as
the median. These differences are visible in case of dispersion measures: standard (S(x)) and
quarterly (Q) deviation and the related ratios of variability. At the same time the coefficients
do not stay within the interval of small variability (0-10%) considered in the statistics as
normative. Their high level indicates and confirms considerable diversity in the dividend level
in the analysed companies. Some companies have very low level of a dividend, while the
others - very high (e.g. in 2000 DEBICA 39,000 PLN, and TPSA 35,838 thousand PLN). It
can be connected with small profit or reluctance on the part of the companies to pay dividend.
When we observe these coefficients in time we can see that they are falling slightly. However,
this does not indicate that the level of the dividend is stabilizing in the analyzed companies. It
should be mentioned that the dividend is an individual matter for each company and it
depends not only on the generated profits or on the economic and financial level, but also on
the adopted dividend policy. Yet, the determined coefficients of asymmetry (4,) prove that
there is right-hand asymmetry of great intensity, which confirms previous conclusions.

Analyzing data in Tables 3 and 4 it can be concluded that the investigated companies
belong to a developing group. It means that the companies rather re-invest a significant part of
their profit. Also, the level of ratios between the companies should be recognized as stable.

In this range there are no high disparities. The information included in Table 4, where
the payment ratio is an inverse of the stop ratio, should be read similarly. Yet, when deciding
whether to invest in a growing or a profitable company we should pay particular attention to
the level of a profitability ratio of the company capital.

It results from the analysis of data in Table 5 that the average rate of company
development in the studied period oscillated around 13%. It means that these companies were
developing on the average yearly rate of 13%. However, during the years of 1997-2003, the
decreasing tendency of this measure could be observed, which might prove that the market
development rate was falling. The analysis of the property profitability ratio is also very
important. Then, its low value becomes an alarm signal for investors. In a reverse situation,

the re-investment ratio can be used more safely when making investment decisions.
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The last of the analyzed ratios is a dividend rate (Table 6). The large differentiation
among companies is seen in this area. This ratio is characterized by instability in time, as well
as among companies. Comparing its level to the median as a standard measure, we can speak
about overvaluing of the company shares (e.g. KETY — 4400 in 2000) or undervaluing (e.g.
TPSA —0.06 in 2001).

Conclusions

Large differentiation of the levels of the analysed ratios for the selected W/G20 index
companies confirms the lack of the companies’ development stabilisation, even of those
considered representative for the Warsaw Stock Exchange. However, it is important that the
Management Boards of the companies recognise the importance of the dividend and identify
with it willingly. Building stable stock ownership is advantageous from the point of view of a
moderately stable company development strategy. Reinvestment of generated profits is also of
a key importance. What is more, the distribution of the dividend is often tempting for the
investors. The companies should take this problem into consideration and share their profits
with their stockholders if possible. However, in the situations that are important for their
development the companies should reinvest. Here the law of selection and advantage can be
applied, both by the stockholders (to buy shares of the growing or profitable companies), and
by the companies themselves (to pay or to reinvest).

Summarizing, it should be stated that the quoted measures such as the dividend rate of
return and the stop, payment and reinvestment ratios are unquestionably important and useful
measures. However, we must support them with the other stock analyses, particularly by the
basic analysis. This is nothing but obvious, because making the right investment decision
requires wider analysis, not only focusing on selected relations. Following the above

mentioned recommendations is highly adequate in case of our still young capital market.

Table 1
The level of dividend in the analyzed companies in thousands of PLN
Company 1997 1998 1999 2000 2001 2002 2003
AGORA 0.0 1.0 288.0 | 10105.0 | 2809.0 | 19315.0 | 17028.0
CERSANIT 0.2 0.0 0.0 0.0 0.0 0.0 0.0
COMPLAND | 2152 415.0 676.0 2309.0 | 2202.0 868.0 3332.0
DEBICA 114.0 3640.0 161.0 39.0 1.0 0.0 0.0
GTC 0.0 0.0 0.0 0.0 0.0 916.0 6783.0
KETY 3423 0.0 3329.0 1.0 1819.0 | 2931.0 | 9667.0
KGHM 443.0 | 33086.0 | 6889.0 | 4954.0 | 15463.0| 4623.0 | 49012.0




82

Malgorzata Ltuniewska

NETIA 0.0 0.0 0.0 0.0 0.0 0.0 0.0
ORBIS 1098.0 | 1528.0 981.0 99.0 2436.0 151.0 1566.0
PROKOM 0.0 277.0 702.0 136.0 1777.0 | 1121.0 6714.0
SOFTBANK 0.0 0.0 77.0 2.0 1347.0 76.0 0.0
STALEXP 516.0 273.0 288.0 178.0 1296.0 | 2090.0 1913.0
SWIECIE 262.7 211.0 40.0 1266.0 | 14156.0 | 2441.0 | 2983.0
TPSA 50787.2 | 33938.0 | 31822.0 | 35838.0 | 25187.0| 9019.0 723.0
Source: Notoria Serwis 1/2005.
Table 2
The basic descriptive statistics for dividends in 1997-2003
Years X S(x) Vs M 0 Vo A;
1997 3841.33 13515.44 3.52 164.60 258.00 1.57 0.36
1998 5240.64 12018.97 2.29 242.00 1820.00 7.52 0.87
1999 3232.36 8444.47 2.61 288.00 1644.50 5.71 0.85
2000 3923.36 9617.74 2.45 117.50 2476.50 21.08 0.95
2001 4892.36 7683.27 1.57 1798.00 7077.50 3.94 0.75
2002 3110.79 5277.68 1.70 1018.50 2273.50 2.23 0.59
2003 7122.93 12988.15 1.82 2448.00 4833.50 1.97 0.49
Source: own study on the basis of Table 1.
Table 3
The stop ratio for the selected companies in 1997 -2003
Stop ratio 1997 1998 1999 2000 2001 2002 2003
AGORA 1.0000 | 1.0000 | 0.9983 | 0.9430 | 0.9730 | 0.7050 | 0.0000
CERSANIT 1.0000 | 1.0000 | 1.0000 | 1.0000 | 1.0000 | 1.0000 | 1.0000
COMPLAND [ 0.9870 | 0.9807 | 0.9748 | 0.9384 | 0.9493 | 0.9661 | 0.8784
DEBICA 0.9985 | 0.9590 | 0.9978 | 0.9994 | 1.0000 | 1.0000 | 1.0000
GTC 1.0000 | 1.0000 | 1.0000 | 1.0000 | 1.0000 | 0.9033 | 0.0000
KETY 0.9925 | 1.0000 | 0.9387 | 1.0000 | 0.9120 | 0.9168 | 0.7180
KGHM 0.9995 | 0.8425 | 0.9529 | 0.9940 | 1.1883 | 0.9627 | 0.8631
NETIA 1.0000 | 1.0000 | 1.0000 | 1.0000 | 1.0000 | 1.0000 | 1.0000
ORBIS 0.9821 | 0.9787 | 0.9909 | 0.9990 | 0.9493 | 0.9934 | 0.9671
PROKOM 1.0000 | 0.9961 | 0.9941 | 0.9986 | 0.9859 | 0.9930 | 0.9368
SOFTBANK | 1.0000 | 1.0000 | 0.9989 | 1.0000 | 0.9242 | 1.0036 | 1.0000
STALEXP 0.9929 | 0.9949 | 1.0099 | 1.0005 | 0.9864 | 1.0104 | 0.9759
SWIECIE 0.9964 0.996 0.9996 | 0.9952 | 0.9230 | 0.9890 | 0.9885
TPSA 0.9800 | 0.9871 | 0.9898 | 0.9902 | 0.9898 | 0.9970 | 0.9997
M 0.9990 | 0.9960 | 0.9981 | 0.9992 | 0.9862 | 0.9932 | 0.9715
Source: own study on the basis of Notoria Serwis 1/2005.
Table 4
The payment ratio for the selected companies in 1997 -2003
Payment ratio 1997 1998 1999 2000 2001 2002 2003
AGORA 0.0000 0.0000 | 0.0017 | 0.0570 | 0.0270 | 0.2950 | 4.4811
CERSANIT 0.0000 0.0000 | 0.0000 | 0.0000 [ 0.0000 | 0.0000 | 0.0000
COMPLAND [ 0.0130 0.0193 | 0.0252 | 0.0616 | 0.0507 | 0.0339 | 0.1216
DEBICA 0.0015 0.0410 | 0.0022 | 0.0006 | 0.0000 | 0.0000 | 0.0000
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GTC 0.0000 0.0000 | 0.0000 | 0.0000 | 0.0000 | 0.0967 | 2.6558
KETY 0.0075 0.0000 | 0.0613 | 0.0000 | 0.0880 | 0.0832 | 0.2820
KGHM 0.0005 0.1575 | 0.0471 | 0.0060 | 0.0000 | 0.0373 | 0.1369
NETIA 0.0000 0.0000 | 0.0000 | 0.0000 | 0.0000 | 0.0000 | 0.0000
ORBIS 0.0179 0.0213 | 0.0091 | 0.0010 | 0.0507 | 0.0066 | 0.0329
PROKOM 0.0000 0.004 0.0059 | 0.0014 | 0.0141 | 0.0070 | 0.0632
SOFTBANK 0.0000 0.0000 | 0.0011 | 0.0000 | 0.0758 | 0.0000 | 0.0000
STALEXP 0.0071 0.0051 | 0.0000 | 0.0000 | 0.0136 | 0.0000 | 0.0241
SWIECIE 0.0036 0.0041 | 0.0004 | 0.0048 | 0.0770 | 0.0110 | 0.0115
TPSA 0.0200 0.0129 | 0.0102 | 0.0098 | 0.0102 | 0.0030 | 0.0003
M 0.0010 0.0040 | 0.0019 | 0.0008 | 0.0138 | 0.0068 | 0.0285
Source: own study on the basis of Notoria Serwis 1/2005.
Table 5
The reinvestment ratio for the selected companies in 1997 -2003
Remrvaiff)mem 1997 1998 1999 | 2000 | 2001 | 2002 | 2003
AGORA 41.74% | 22.99% | 18.53% | 17.04% | 16.78% | 4.97% | 0.00%
CERSANIT 33.90% | 24.26% | 18.02% | 28.44% | 3.29% 0.28% 1.13%
COMPLAND || 14.12% | 14.92% | 17.55% | 19.86% | 19.06% | 6.83% 5.61%
DEBICA 15.17% | 14.86% | 11.53% | 8.41% 1.31% | 12.42% | 16.58%
GTC 0.00% | 39.63% 0.00% | 29.12% | 22.31% | 10.24% | 0.00%
KETY 14.17% | 14.81% | 13.72% | 3.51% | 3.52% | 6.84% | 9.11%
KGHM 12.47% 3.68% 0.00% | 15.10% | 0.00% | 6.11% 8.87%
NETIA 0.00% 0.00% 0.00% 0.00% | 0.00% | 0.00% | 2.05%
ORBIS 5.32% 7.82% 9.35% 8.08% | 4.17% | 2.64% 3.60%
PROKOM 15.84% | 18.41% | 21.80% | 22.82% | 7.46% | 17.81% | 0.55%
SOFTBANK | 41.64% | 26.88% | 28.34% | 14.18% | 3.72% 0.00% 0.00%
STALEXP 6.83% 3.62% | 31.06% | 0.00% | 0.00% | 0.00% | 0.00%
SWIECIE 7.12% 5.72% 10.56% | 22.14% | 18.95% | 20.50% | 21.43%
TPSA 11.34% | 10.79% | 10.59% | 15.32% | 7.29% | 7.12% 5.27%
M 14.17% | 15.75% | 17.55% | 17.04% | 7.70% | 9.67% | 9.11%
Source: own study on the basis of Notoria Serwis 1/2005.
Table 6
The dividend yield for the selected companies in 1997-2003
Company 1997 1998 1999 2000 2001 2002 2003
AGORA 0.00 20.97 0.84 1.82 0.25 0.30
CERSANIT 0.00
COMPLAND [ 26.95 10.36 10.07 4.96 4.77 10.46 2.73
DEBICA 77.19 1.43 27.76 87.18 | 3190.00
GTC 0.00 0.00
KETY 15.78 1.68 4400.00 2.54 1.73 1.40
KGHM 2.93 0.04 0.38 0.52 0.08 0.29 0.05
NETIA
ORBIS 1.62 1.81 3.80 26.16 0.72 11.19 1.77
PROKOM 48.74 18.52 127.94 5.97 11.33 2.59
SOFTBANK 181.17 | 3250.00 1.68 14.67
STALEXP 4.67 7.11 9.65 9.94 0.22 0.06 0.09
SWIECIE 6.81 4.08 40.88 1.74 0.20 1.51 2.59




84 Malgorzata Ltuniewska

TPSA 0.00 0.05 0.09 0.08 0.06 0.14 2.10
M 4.67 1.81 10.07 9.94 1.68 1.51 1.58
X 15.11 8.18 28.63 | 719.03 | 291.64 4.70 1.36

Source: own study on the basis of Notoria Serwis 1/2005.
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Fig. 1. The median and the mean of the dividend for the studied companies in 1997-2003
[thousands of PLN]

Source: own study.
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Figure 2a. The dividend for selected companies in 1997-2003 [thousands of PLN]

Source: own study.
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Figure 2b. The dividend for selected companies in 1997-2003 [thousands of PLN]

Source: own study.
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Notes

! Market ratios are shown e.g. in the work of Tarczynski (2001).

% The essence of dividend in the company is presented e.g. in Sierpinska et al. (1993), Rutkowski (2000).
3 See Socha (1999), p.118.

* See Socha (1999), p.120.

> The dividend policy of a company is shown e.g. in Dobbins et al. (1992), pp.140 and next.
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