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ABSTRACT

This paper investigates the propensity to pay dividends of the listed firms in the developing capital
market of Thailand. It adopts similar methodology to Fama and French (2001) and explores the
propensity to pay dividends given the particular characteristics of firms. These characteristics include
profitability, investment opportunities and size. The findings suggest that the propensity to pay dividends
slightly decline in pre-crisis, largely decline during crisis, but is resumed later in post-crisis period.

INTRODUCTION

Firms with profitability have choices of either
paying their profit as dividends or keeping them as
earnings to make investment in the future. However,
dividends are normally taxed at higher rate than interest
payment. Despite this fact, some firms still pay
dividends (Black 1976). Fama and French (2001)
called this the propensity to pay dividends.

Dividends could be viewed as a cushion during
bad times, or when stock prices fall (Lintner 1956,
Gwilym, Morgan and Thomas 2000). Also dividends
provide investors with some control over the
management of firms, thus, reducing agency costs.
Dividend payments provide information to investors
on the current and future performance of the firm,
external financing, as well as the true value of firms
(Bhattacharya 1979, 1980; Asquith and Mullins 1983;
John and Williams 1985; Miller and Rock 1985;
Richardson, Sefcik and Thomas 1986; Healey and
Palepu 1988).

However, recently, Fama and French (2001)
showed that the propensity to pay dividends of the
listed firms in the US has declined by showing that
listed firms with given characteristics have lower
propensity to pay dividends. This lower propensity
results in lower percentage and number of firms that
pay dividends (payers) in the market.

Therefore it is important to investigate whether
this propensity to pay dividends has been lowered or
is higher in Thailand amongst the dividend payers. Two
important questions are raised: how has the propensity
changed before and after the crisis, and how have the
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changes in propensity affected the dividend pattern.
This paper endeavors to investigate and answer these
questions.

This paper applied the secondary data
technique, thus, publicly listed firms on the SET (Stock
Exchange of Thailand) were selected. Listed firms
were classified depending on their dividend action in
time ¢ (present time) and ¢-/ (last period). The
discussion on the propensity to pay dividends of the
dividend payers applied the summary statistics
technique.

This paper is organized as follows: (1) literature
review (2) methodology (3) analysis and discussion
(4) conclusion and implication.

LITERATURE REVIEW

It is suggested by many researchers that dividend
policy and dividend payment behaviour are affected
by the characteristics which are profitability,
investment opportunities and size of the listed firms
(Tobin 1958; Gordon 1962, 1963; Higgin 1972;
Fazzari, Hubbard, and Peterson 1988; Fama and
French 1995, 1997, 1998, 1999, 2001; La Porta et
al 2000; Wetherilt and Weeken 2002).

Given these characteristics, Fama and French
(2001) investigated further and found that listed firms
in the US have lower willingness or so called
propensity to pay dividends. They added that firms
with characteristics of payers, high profitability (Y )
and low investment opportunities (E and dA ), tend
not to pay dividends.



Their summary statistics results suggested that
the lower propensity to pay results from explosion of
new lists and the changing nature of new and existing
firms (Fama and French 2001). Investors are more
willing to hold the shares of growth firms with low or
even negative profitability. They, however, suggested
that firms become less likely to pay dividends,
whatever their characteristics (Fama and French
2001).

Thailand: Asian Economic Crisis

Commencing in Thailand, the Asian
Economic Crisis affected most of the economies of
South East Asia. The performance of firms listed on
the Stock Exchange of Thailand, strong depreciation
in the exchange rate, high level of financial instability
and credit downgrading all created unfavorable
investment environment in Thailand since 1997, thus,
influencing the performance of listed firms, their
characteristics and dividend policies. Large number
of firms faced financial distressed and omitted paying
out dividends.

METHODOLOGY

This paper applies causal research methodology
which investigates the propensity to pay dividend of
listed firms in the market using secondary data
technique. Summary statistics are used to group listed
firms into 4 dividend groups (1) payers (2) non-payers
(3) former payers (4) never paid firms. While (1)
payers are firms with positive dividends in time 7, non-
payers are firms with no dividend in time ¢, (3) former
payers are firms that do not pay dividend in time ¢ but
have paid in previous years, and (4) never paid firms
are firms that have never paid dividends. New lists
are firms which were listed in time 7. Later, (1) payers
and (2) non-payers in the last period (z-1) are
categorized according to their dividend payment
behavior in the present period (¢). For payers they
are categoried into (1.1) payers that continue to pay

45

dividends (1.2) payers that stop paying dividends and
(3) payers that delist. For non-payers they are
categorized into (2.1) non-payers that start paying
dividends (2.2) non-payers that do not pay dividends
and (2.3) non-payers that are delisted (Fama and
French 2001).

The study covers the period of January 1990
to December 2002 (thirteen years). Only firms that
are listed on the Stock Exchange of Thailand are
included in the sample. These firms must provide full
information on their financial statements (income
statements and balance sheet) and trading information.
The sample contains financial data of firms by calendar
year on the total assets, total liabilities, common
equities, average stock prices, shares outstanding,
income before extraordinary items, interest expenses,
dividend yields, dividend per share, preferred
dividends, preferred stock value, par value and market
capitalisation at the end of year ¢ to obtain values for
Y, E and dA. Y, is a proxy for common stock
earnings or profitability. E, represents earnings before
interest that exceed investment outlays and dA, is the
change in assets which represents the investment
opportunities or asset growth (Fama and French
2001).

ANALYSIS AND DISCUSSION

Empirical Findings

Patterns in the payment of dividends are
explored from 1990 to 2002. In 1990, 84.2 percent
of listed firms paid dividends. The percentage of
payers rose to its peak of 90.6 percent in 1992 and
fell graduallyto 71.5 percent in 1997. The percentage
of payers fell to 28.4 percent in 1998. This figure was
recorded a year after the Asian crisis. However, the
percentage of firms paying dividends recovered slightly
in 1999 (29.9 percent) and rose to 46.4 percent by
2002. However, the percentage of firms paying
dividends in 2002 (46.4 percent) was well below the
1990 level (84.2 percent) (table 1).



Table 1: Counts and Percentage of SET firms in Different Dividend Groups

Counts of
SET firms
All Firms
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Source: SET (1990, 1993, 1996, 1999, 2002a)
Note: Payerspaid dividends in time t while non-payers did not. Non-payers are divided into two sub-groups, namely, former payers
(firms that do not pay in time t but paid in the previous year) and firms that have never paid dividends. New lists are firms which
were listed in time t and new lists that paid dividends are classified as payers.

Figure 1: The Number of SET Firms in Each Group
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Figure 2: Percentage of All SET Firms in Different Dividend Groups
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The number of listed firms increased sharply
from 200 firms in 1990 to about 400 firms in 1997.
Table 1 indicates that the number of listed firms in the
sample declined to below 400 immediately after the
crisis. This figure increased slightly and stood at 386
firms in 2002. However, the current number of listed
firms is still below the figure for 1997. The number of
firms paying dividends increased from almost 200 in
1990 to more than 300 firms in 1996. However, the
rate of increase in the number of payers has declined.
The number of firms which pay dividends has partly
recovered although it was still below 200 firms in
2002.

The number of firms which did not pay dividends
before the crisis (the figure was less than 100) was
consistently less than the number of payers. However,
the number of firms which did not pay dividends rose
sharply from 112 in 1997, to a peak of 280 in 1998.
This figure has declined slowly since 1998, although
it remained slightly above 200 in 2002. Fama and
French (2001) suggested that firms which do not pay
dividends can be classified into two groups, former
payers and firms which have never paid dividends.
Former payers are firms that do not pay dividends in
the present year (time #) but paid dividends in a
previous year. Figure 1 indicates that the number of
former payers (before and after the crisis) is similar to
the number of non-payers. In addition, the number of
firms which have never paid dividends was relatively
small in 1990. The number of non-payers and former
payers increased sharply in 1997 and peaked in 1998

(see figure 1). This increase in the number of non-
payers and former payers can be attributed to the
Asian Economic Crisis. Indeed, a strong decline in
the number of firms which pay dividends also appears
to result from the crisis.

A trend that has emerged since the crisis is that
the number of firms that have never paid dividends
accounts for an increasingly larger share of the non-
payer group (see figure 1). It appears that firms that
were listed between 1997 and 2002 are more likely
to have never paid dividends. Also most of the non-
payers (former payers are the majority of this group)
were forced to cease paying dividends due to financial
distress arising from the crisis. This view is consistent
with the findings of Fama and French (2001). Former
payers are likely to be distressed and have not paid
dividends in time z. However, it remains to be seen
whether non-payers and former payers will pay
dividends in the future.

As stated earlier, the percentage of firms which
paid dividends decreased from 84.2 percent in 1990
to 46.4 percent in 2002. Before the Asian Economic
Crisis (1990-1996), the percentage of payers declined
slightly from 84.2 percent in 1990 to 81.0 percent in
1996. However, the percentage of payers fell sharply
from 71.5 percent to 28.4 percent during 1997 and
1998. In 1999, the percentage of payers increased
slightly to 29.9 percent. Indeed, the percentage of
payers has continued to rise and stood at 46.4 percent
in 2002. This figure is about 20 percent higher than
the figure recorded during the crisis, although it remains
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about 40 percent lower than 1990. The trends in the
percentage of payers indicate (1) in the long-term,
the payment of dividends appears to be disappearing
because the percentage of listed payers has declined,
and (2) in the short-term (the pre-crisis period), the
percentage of payers has declined slightly. This
outcome may be an early indicator of the financial
collapse which occurred in 1997, and (3) in the short-
term (post-crisis period), the percentage of firms
paying dividends has rebounded from the low point
recorded during the crisis and may rise to pre-crisis
levels in the future.

The decline in the percentage of dividend payers
may also result from growth in the non-payer group
due to new listings. Before the crisis, the number of
firms expanded by more than 10 percent per annum
due to new listings (see table 1). However the
percentage of new listings declined to less than one
percent of the total number of listed firms during the
crisis and currently stands at about 5.2 percent. Table
1 indicates that some newly listed firms paid dividends,
although the percentage of these firms fluctuated
between 1990 and 2002. The percentage of new
firms that paid dividends stood at 82.2 percent (1991),

73.3 percent (1992), 51.5 percent (1993), 52.6
percent (1994), 82.6 percent (1993), 73.5 percent
(1996) and 50 percent in 1997. After the crisis, less
than 30 percent of new lists paid dividends. In addition,
the percentage of new firms that paid dividends was
lower than the total percentage of payers in all years
with the exception of 1998 and 2001. Therefore, it
appears that new firms are less likely to pay dividends
and this partly explains the decline in the percentage
of payers between 1990 and 2002.

Table 2 presents the dividend behaviour of payers in
year -1 and non-payers in year ¢-1 undertaken in
time ¢. The table is divided into three parts. The first
part presents behaviour in year ¢ of firms that paid
dividends during the previous year. These firms
continued to pay dividends, ceased paying or were
forced to delist. The second part presents the
behaviour of firms that were non-payers in time ¢-1.
These firms commenced paying dividends, remained
a non-payer, or were delisted from the stock
exchange. The last part shows the percentage of non-
payers that commenced paying dividends in time £.
The table also indicates if these firms were former
payers, or if they have never paid dividends.

Table 2: What Happens in Year t to SET Firms that Do and Do not Pay Dividends in Year ¢-1?

What Happens in Year t to Firms that Pay Dividends in Year t-1

1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
Continue to Pay 784 881 930" '93.5. 91.3.°91.4- 81.7 384 . 755 896,923 954
Stop Paying I35 Ty SN G IR 6D SR =661 70075 59142 2316 - 5.2 w69 - 3.9
Delist (66T 05010 DO RE S O aRE S s () =hes 310 = S(10)% 4 et M08 42010
What Happens in Year t to Firms that Do Not Pay Dividends in Year t-1
Start Paying 545 914 458 558 -358 16.7-724:3° Q9 02 =89 [l 12,1
Do not Pay 121 297542 4342 623 833 649 946 842 833 849" 825
Delist 0:0 0.0V H0:0-210.0 0.0 <1007 SN0I0RY 109 IRA W -4 Il <22
Percent of Non-Payers in Year t-1 that Start Paying in Year t-1
All Non-Payers (t-1) SSRGS SR G R A R G T 043 ) Y D RS EE 9= T - A2
Former Payers 63.6 11147292 1.0 15.1 1120:4 14 Y 27T FHB6 T M0 119.6' 0.0
Never Paid 33:31520.0170.8- 11372 1.9+ -£1310001110.02 400055110207 | W04 DILT 05100

Source: SET (1994, 1997, 2000, 2002a)

Note: Firms that continue to pay were payers in year -1 and continue to pay dividends in time 7. Firms that cease paying dividends
are firms that were payers in time #-1, but non-payers in time . Firms that delist are firms that were payers in timet-1 but

delisted intime #.
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Table 2 shows the likelihood that payers and
non-payers of the last period (#-1) will continue to
pay, commence or cease paying dividends in this year.
Firms which paid dividends last year (¢-1) tend to
continue paying dividends in year ¢. Before the crisis,
almost 90 percent of the payers continued to pay
dividends (table 2). In 1997, however, the percentage
of payers in the previous year (z-1) that continued to
pay (in ¢) fell to 81.7 percent and to 38.4 percent
during 1998. After the crisis, the percentage of payers
in the previous period, that continued to pay in the
next period, increased to 75.5 percent in 1999, 89.6
percent in 2000, 92.3 percent in 2001 and finally 95.4
percent in 2002.

Firms which paid dividends before the crisis,
but did not pay during the crisis, ceased paying
dividends at the rate of 59.4 percent and delisted at
the rate of 3 percent in 1998. Before the crisis, the
percentage of payers that ceased paying dividends
was about 10 percent per annum. However, this figure
rose to 17 percent in 1997 and peaked at 59.4 percent
in 1998. In addition, the percentage of payers that
delisted in the next period (#) was less than one percent
per annum before the crisis, but rose to 3 percent in
1998. Finally, after the crisis, a greater proportion of
firms which paid dividends continued doing so while
less ceased paying and delisted. This indicates that
the market is recovering.

Firms that did not pay dividends in the last
period commenced paying at the rate of 91.4 percent
in 1991 and 45.8 percent in 1992. This indicates that
the vast majority of firms possessed a high propensity
to pay, or resumed paying dividends at this time.
However, this figure fell to 35.8 percent in 1994 and
to less than one percent in 1998. Finally, after the
crisis, this figure increased to above 10 percent,
although, it is still lower than the percentage of non-
payers that commenced paying dividends before the
crisis. In summary, less firms re-commenced paying
dividends after the crisis.

Before the crisis, non-payers appeared less
willing to commence paying dividends in the next
period (decreasing their propensity to pay dividends).
The percentage of non-payers that continued to avoid
this payment in the next period also supports this
finding (see table 2). After 1993, a large proportion
of non-payers continued to avoid paying dividends,
even though it was still several years before the crisis.
In addition, only 0.9 percent of non-payers
commenced the payment of dividends in 1998. This
figure increased to 12.1 percent in 2002, indicating
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that the market was recovering and also shows a high
propensity to pay dividends by former non-payers.
The last part of table 2 indicates that, former
payers resumed the payment of dividends more
frequently than firms that have never paid dividends.
This view supports the earlier discovery that former
payers omit the payment of dividends but do not intend
to cease the payment on a permanent basis. The
summary of statistical analysis by Fama and French
(2001) suggests that former payers are distressed firms
which ceased paying dividends to preserve their cash.

SYNOPSIS

A preliminary analysis of the summary statistics
reveals that the percentage of firms which paid
dividends started to decline before the crisis, and fell
sharply during the crisis. The percentage of payers
rose slightly after the crisis, but remains much lower
than the level recorded before the crisis. It also appears
that payers were less likely to continue the payment
of dividend during the crisis. The analysis suggests
that the propensity to pay dividends of existing payers
1s lower.

As stated earlier, the percentage of non-payers
has increased over time and increased sharply
immediately after the crisis. Most of the non-payers
were former payers which were forced to avoid the
payment of dividends due to the crisis. In addition, it
appears that non-payers were less willing to re-
commence paying dividends. This supports the
proposed explanation for the observed decline in the
percentage of payers; non-payers are less likely to
re-commence paying dividends. Consequently, the
total number of payers is smaller and represent a
smaller proportion of the total number of firms.

Many new firms were listed on the SET before
the crisis and a large proportion of these firms did not
pay dividends. The percentage of new firms that paid
dividends was less than the percentage of listed firms
that paid dividends, in most years (see table 1).
Therefore, new lists usually do not pay dividends and
the denominator (total number of listed firms) is
increasing over time, while the numerator (the total
number of payers) is becoming smaller leading to a
decline in the percentage of payers.

The Decline in Propensity to Pay Dividends
Fama and French (2001) suggested that given

the characteristics of firms, they will be less likely to

pay dividends (Fama and French 2001). Therefore,



it is important to investigate changes in propensity to
pay dividends of listed firms since 1991. Three factors
are considered to identify the propensity to pay
dividends. Y is a proxy for common stock earnings
(representing the profitability), E represents earnings
before interest that exceed investment outlays and dA,
is the change in assets (representing investment
opportunities and asset growth) (Fama and French
2001).

A firm’s propensity to pay dividends is
expressed by a time series plot in figure 3. This figure
shows the percentage of dividend payers among (1)
firms with positive common stock earnings (Y>0) (2)
firms with negative common stock earnings (Y<0) (3)
firms with earnings before interest that exceed
investment outlays (E>dA, ) and (4) firms with earnings
before interest which are lower than investment outlays
(E<dA) (Fama and French 2001). Firms with
earnings before investment, which are higher than the
growth in their assets have low investment
opportunities and are low growth firms. Likewise,
firms with earnings before investment which are lower
than changes in their assets, are considered growth
firms (Fama and French 2001).

Figure 3 indicates that most firms with positive
common stock earnings (83.93 percent) paid
dividends in 1991 and 100 percent of firms with
negative earnings also paid dividends. In addition, 91.7
percent of firms with Y>0 paid dividends in 1992

although this figure declined after 1992. This figure
fell to its minimum level in 1998, when only 38.19
percent of firms with positive earnings paid dividends.
Furthermore, in 1999, 13.10 percent of firms with
negative earnings paid dividends. Importantly, the
percentage of firms with positive earnings that paid
dividends almost doubled from 39.19 percent in 1998
to 56.7 percent in 2002. This analysis suggests that
firms with positive earnings exhibited a small decline
in the propensity to pay dividends before the Asian
Economic Crisis (96.95 percent to 91.26 percent).
During the crisis, (1997 to 1998), firms with Y >0
exhibited a substantial decline in the propensity to pay
dividends (89.92 percent in 1997 to 39.19 percent in
1998). It appears that firms with positive earnings
were not willing to pay dividends during the crisis.
Firms with negative earnings were also less willing to
pay dividends during the crisis. However after the
crisis, the propensity to pay dividends of these groups
has increased. The propensity to pay of firms with
Y >0 increased from 39.19 percent in 1998 to 56.7
percent in 2002, while the propensity to pay of firms
with Y <0 increased from 5.76 percent in 1999 to
7.78 percent in 2002. In short, the firms in the sample
are more willing to pay dividends if they have positive
earnings, or negative earnings after the crisis. This
finding was also supported by the descriptive statistics.

Similarly, before the crisis, firms with earnings
before interest which are higher, or lower than changes

Figure3: Percentage of Payers Among Firms with (1) Positive Earnings (2) Negative Earnings
(3) Earnings above Investment, and (4) Earnings Below Investment
Percentage of Payers Among Firms with (i) positive earnings, (ii) negative
earnings, (iii) earnings above investment, and (iv) earnings below investment
| ——Y>0 —a— Y<0 E>dA —»— E<dA
120.00
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80.00
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]
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Source: Developed for this research
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in their assets (investment) exhibit a slight decline in
the propensity to pay dividends from 76.25 percent
to 75.43 percent (when E>dA ) and 88.59 percent
to 83.25 percent (when E <dA). During the crisis,
firms with E>dA and E<dA exhibited a significant
decline in the propensity to pay dividends from 69.01
percent to 28.53 percent and 69.66 percent to 24.36
percent respectively. After the crisis, both types of
firms exhibit an increase in the propensity to pay
dividends. The propensity to pay of firms with eamings
higher than investment increased from 30.2 percent
in 1999 to 47.52 percent in 2002. Firms with lower
earnings than investment, payers of this group (E<dA )
accounted for 26.62 percent in 1998 and this
increased to 40.72 percent in 2002 (figure 5.7). These
findings suggest that the Asian Economic Crisis also
influenced the propensity to pay dividends of listed
firms.

CONCLUSION AND IMPLICATION

The results suggest that irrespective of whether
firms have high or low profitability and high or low
investment opportunities, they demonstrated a lower
propensity to pay dividends before the crisis. The
propensity to pay dividends of these types of firms,
declined significantly during the crisis, although this
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has gradually recovered since the downturn. However,
the percentage of payers with positive earnings in
recent years (2002) has been lower than the figure
which was observed before the crisis. This indicates
that firms with high profitability and investment
opportunities now have a lower propensity to pay
dividends than in the past.

The findings from this paper could be used to
compare with the existing literature of propensity to
pay dividends and provide additional support for
findings of Fama and French (2001). The research
could also be used as a tool for SET (Stock Exchange
of Thailand) and SEC (Securities Exchange
Commission) to provide an early detection of an
increase, or decrease in the number of payers and
non-payers in the market, an upward or downward
trend in the payment of dividends and changes in the
propensity to pay dividends in the next period.

For investment practice, this research provides
a warning system for the firms that may change their
dividend paying behaviour. It could also be used a
tool for investors in the stock selection process by
providing insight on the expected return. It cautions
analysts to be aware that the famous Dividend
Discount Model (DDM) could possibly be obsolete
and they should be seeking for new and better stock
valuation methods.
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