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ABEAAE AR WFLTol UiF AFgel Aot ek Selvelel A% FHe o
o) BT Aae JEe Hol7t York MgaSe) tie Boloo] stk o Yryel
QA9 A5 WAl H1 V1%, FUIA B RPN ABEAAE PASe] 9072
lFRAdE, JEile MA7Rol /B A} ofd Welo® dubele] YA o)

o Sk Quble] MgaSel tlalAE A7) 20019 el tid o 32
o] AAEo] 49 A& we} SR 30% EE ool Ao T o3 2K
S glolA) Hjgas Aol ole] gaHtky 54 el ZBEAA Hlgo] F/15E FAEA
A7k g Qe ST PsAe Z7HIT Beb A2eA] dE Ak JBEAR gues

o

[e]

T Ughg Ao g oAdt: = EA Ak 7|BERA} H| Lo Z71E5E WA AR L3} v g
FEo|7re] o] A= ¢slE Aoz dSFHh

TH B> ARG G5 E AT )R] o] BAE NAEAA YRR ARE
o] AAFE Japh

8) 71#FAA e gk e dTEAY Sdle A7V F 90% FEE AU 200608 A
NS Foll Lublate] FHAd Ans ffel AbEl FEo R AU

9) AFZA sFshes B-Folls AFEIY HEo] S7kste] AZEdl wEk 60%4 100%7HA] e=
isiialag
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7P 7428 ASs] f8l e 22 3AAMS FHEAT0

r—ry = By+ B YIELD+ B,YIELD*+ B, PENALTY+ B3,INST ®)
+ 55 YIELD* PENALTY++ ﬂ'ﬁ YIELD* PENALTY*INST
+ 8,BM+ 3 BETAMKT+ 3,BETASMB+ 3,,BETAHML
+ 8, > IND+e,

A7, e 71 19 «AE WAIARE R RO A AR TP olAbso] tigk &2l 1d
W] BEQEASAES A4S Ao E AU gz gju|¢lo] H T} Elton and Gruber(1970), Litzenberger
and Ramaswamy(1979, 1980, 1982), Dhaliwal et al.(2003) 53} & M ATNA = widF S A=
H] &0 #AZF AFBA7} ofet HIAFAAR Yy g & AR SR HEHH]
HAZ Skl L53rds AABHATD o]e} 22 HAPATE wHste] YIELD vk ofuz}
YIELD’E 2ol 3814t YIELDE 7|29 ReF FRES 7|29 AFAA7IAZ vhe 2
O 2 wjgrel &S YEFATE PENALTY = M GASA EolS UERH (-1 -t} 7ol ARt
"k £ dA7e udey AR ane) gERlad 2 e Aaans A-EsH £83H7] 913 Dhaliwal
et al(2005)7 o] PENALTY H9] AAE WES o83ttt INSTE 7|29 7| HAE &S UE
e 71BA ] S71EFE HAFAAE 71RFAATE 2 Aolgte A vkdshy] fa) E3e
FEFEFATE Sias and Starks(1997)= 7| HAEE 0| F7VETE SAFAAE AJAFAAPL okt 7]
AEAATY & Aolghe ZAZS AAIFFAIL, Ayers et al.(2002), Dhaliwal et al.(2003), 11ZH(2004) S0
Al o] Ze =R V|BRAREES ARSIATE 71 BARE AR KIS-FASE o] &3t o T4
Aog AR, ARAYA, 871, FA3AL BPIAL Z[EpH o] Bfigh Ad&S T3t

ol g}t e MlFHS o] 9ol wiFe] ARHFEe JIE vA = VFEYHFES FAENE
t SANTES AR7H] - A7, 874, A zeln|ds T3 AR - A87EA] BM
71%29] FRIIRAAG7HA] HIE R o] A E FAISH] f8l AARAES o]ttt AT v
INDE AHFE0 T Agddr] 2 g zgnds A8 913 Wgolth S8R
Fama and French(1993)9] 91312918 E4|8}7] $I3 BETAMKT, BETASMB, BETAHMLS R3¢l 7))

[0
oft
E

10) A3AEHTE AFEE ZEoME AHEAAE FEHS EA|(omitted correlated variable problems)S- 3|4
% F2 A7RRd TG FAL Bast ek of B

2=k
FEAEHFE A tFEAl th. ® 9% YIELD XINST, PENALTY XINSTS 37
2 ashe A4S veeid o gdseiddel viAle Aol 2ol #els]
3 FEA8RdE 44 xR B Zeete] BAsIoU ARl Ao} glons B Ry

-

3] 93 Ews B ol 45469 ©
4
T

1) Fae] T A M3 NS 9lE A4 7Pgse AR MNel 34 Slo] XS 22 ecomex

function), A& MNo] =4 olgfjol] Yx|5PH Q2 E-3F¥concave function)©] T},

—
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Aed HAEZE 7F0 & sAG7FDTH] ARE o83}
CAPME S 01%5}04 AR A g tig 719 g Rz =e] ek AR HEkE U

E(Al ZM?M 22 TEZE QY g AEFEI & XE

o}

7}“1o g9 Al °l° F2o] ARl weh A AR E-0] S7HRaL oS3 H
oSl Eolfo] Frtol AHstETh v &3t AHEH 81| WA= W AaSAlEC] e 2

71l weh S7F Aoldh. 2= E YIELD*PENALTY | A< H+)o2 oS3t 72 WA
Z}EH] L3} YIELD*PENALTYZEY] oK +)¢] #AE 7|BA Lo wa} 7143 Aoz o=3dt) wat
2] YIELD*PENALTY*INSTS] Al S —)O.2 &3t} AFE A YIELD M= wde] Fx
aet denlgass SAlsk7] 2l E]aﬁif—i AT PENALTY W7} o] Algast
EAB}AL, INST W57h SHASARLS] Alg44S AR YA e] &3 v g2 §3te] &
Ae AEEY Tv JAdgsEans ‘ﬂJC’é steg 5o IS yebd Aol 2y PENALTY
SFINST W7} v 2] Algasel dAFA A Algs HASHA E2H3}A] sk %‘?"4
o] AR & X = AR ade Aaads g5 wgdstAl € olal o]d w) v
AEFH ARG = Fo] #AVF vEbE 4 vk 28 EE YIELD Hdl teiMs F 55 041%
skA] skt

7Hd3E AFs] SlsiA Z1BAEES Alste o 22 3AAES TSI

et

A
(e}
A&
)=
n

r—ry, = By+ 0 YIELD+ ,YIELD*+ B;PENALTY+ 3,INSTA+ 3;INSTB ®)
+ B4 INSTC+ 3, YIELD* PENALTY+ 3, YIELD* PENAL TY* INSTA
+ B, YIELD* PENALTY* INSTB+ 3, YIELD* PENALTY* INSTC

+ B, BM+ 3,,BETAMKT+ (3,;BETASMB+ (3, BETAHML
+3,5)  IND+e,

oJ7]Al, INSTAE 859} BRAGA A&, INSTBE 8713, SAIA}F 2831 PP}
HAgh A&, INSTCE 7]EPHRIO] BArgh AE&S ow|gith. 7Hd20| A WA|AHER]-8-2} YIELD
*PENALTYZH] ko] BAIE 7| BA &0l upe} 748 Aoz o Zgt) 71432 o)dd #A7} 713
EXA} AdEE 595 yEld Ao F o =32 E YIELD*PENALTY*INSTA, YIELD*PENALTY*
INSTB, YIELD*PENALTY*INSTCS] A4+ EF 08 A=t}

3. WAAREHE

re
e

TE WAIRHEE 8-S Alatet] 18 WO F Eason(2004)0] A A S 27] 9] AFEH]E 2]

PEG T35 MPEGE o} GMS| 348 0|3 315ich, WAAEN &S 37 A B ol



B ASMIZ0(2 2t 7| HAI220] LHAALZHIE0| O|Xl= 2 153

ol| = Gebhardt et al.(2001; ©]3} GLS)Z} Claus and Thomas(2001; ©]3} CT)S] 28 o] A5 ARR-E 11 )0
U S ARE oleshs A3 23 Baw Aug RFoT B QToldE mefsh eeith

Easton(2004)©] A A8} PEG H]| 8-S F7}0] 2] H]E(price —earnings ratio)S ©|JAAAEZ YT 32 9
vt} PEG ¥l mE AEHE FHX= v AO)sh 2

= /(FEPS, ,,— FEPS, )/ P, O

SAolaL P= @AM 15T 7F

o 7)A], FEPS,,, FEPS ., & 212} 193} 2 F F540]9] o
1715 F3ugao] ogks 78kl A

A4S SJujgity. o] male sAolele] v/ 0]
ANE AR g =G o]t

H_IS

o2 919] PEG ol 7|t RS Tste] 543 MPEG BHOE MPEG B ol whE 2jn]
& FAAE the A3} 2ok MPEGEFe) FPugEo] 09 A5 PEG 28] 49} 2
e o 4 9l

Typeg = (DPS, .+ \/DPS%. | +4*P* (FEPS,,,— FEPS,.,) ) /2P, (10)

o714, DBS,, & 1F0] FRu T ) ZH 2 B ATIME =0 AH] FYFE S EX 2 A}

gkt

GME& T2 2](11)¥} 7+o] Ohlson and Juettner — Nauroth(2003) 28-S o]&-3F A}EH|& FAHXE A}
STk GME FTH A9 BIARE] TAYoIAEIN 3% AT o= FHATD
ks

FEPS
rey=A+ \/AZJF(TM)(QQ(WO-O?))) (11)
t+1
7)1, A=1/2 (-0.03)+DPSi4, / P, )
5 =714 FE (FEPS.+y FEPS.,—1)
DPS,.; =DPS, (tA| ¢ Faieh

=Rl ST BUHEE 5018)

4. AFARARE] Mm-S

NAFAARS WS o] THAH| 2P A Simputation system)E T3 ©]F2A7F 2HH AR F5

A90] MFLSAT FEHI PIFHY FEESEAROISO) UHHE 19999 ol FE thEF

12) Gebhardt et al.(2001)9] 739 ZF&d7}X|(terminal value)ol] 123 Z7}2]9] FF4=0]Q] of|&X]|& ALR-3l Y&
o] o] dEAE AXer] Asixe A71EEE ASA7E BRI FVIAE 092 Bl Gebharde et
00 U OB ARNEE FTTE ALoL ALIE) HE9) B2 402 Lth
| 2A3A 28] FA Eole= Ao Z Vel th Claus and Thomas(2001)9] A X% 51 dz]9] H]
eholelst A SRR A3 Bask
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AES AYetale FA A gorug AHEo|53 HwE v o3| MlgEollo] EAjgitt. v
o ¥l T 71BFAAE WiFASY 30% WAl 100%0] Tt idAS EFEAS] A=E Fot
of WSl gk HA7} AStE AT gAY S deixs Hdd FAHEE u =
o] ARo]SHY B FAAERE IAHE A7t drt A Z1BEAA ] g Wi ASA &
o]e]& ZAjetA F=Tt.

Syt A dAFEAAY AlEEAS getsr] fEiMe o= B RliAle A
712 18 2a7t vk A5 ARE Bd 9391 FARFHFL 1992d FAH o]
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Fgole) o5, 19T FUBARE KIs-
3]

AL
VALUEE o|&3}9it}h A7HL o 2= 2003952 KIS A2 2T 4371 oA 2892 A
=

O ERAGAA B4 BAT BEEE ADT + S ARIE FIAZ TV 4 1 7
A Aus Aslsgn

® ARG 399 Az Ao] e TuL AT ARUE A ALSE PEGET
3} MPEGE B9] 75 Fzele] 5% 9] 2, Telm 9] TS A8l @
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F7}e] wistol wet NSkl Wskske A0 ekt F7b8) wsl] Mg Eie A9t
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® BARbe ARHG 29| AT GRS Fo] JPENALTY) M5e] o] §7154
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mofdtl 2o} 20 AZLE I AL IR FyEeled U o
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@Al 15 sk 2o] #3709 A5 ge] EATH SIS ASE ekl 20008 EA SN
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ot MFETA Bolojo] JriHoR A7) WS A7k 200dsh 20dole R 2dE
RO Z AT 2003 o) F9) ke EFde] BAREE Srjele A PENALTY
o] o] ZopAEE PENALTY W47t 23 = gl a9s A-sA EofshA] X
T 7] W&ot

13217} Bl FEA 0l piAl= S= Hsl7] A8 ol dA 2 AdEe BES AEATt o
A2 A L5t Yl Belsley et al.(1980)1} o] E=38lE ZFxKstudentized residual)®] AT Zko]
2% 233 719 A ARE AR B ol AAT Fo) ARE olgas
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16) 95

S0 7|WR7} ohd 7)2%7ME ASHE A9 RG] FHA7E sH) ol Aolrh U HE

o] #AF AT Lﬂrﬂ‘r/\i PEG 2L 7|F o= 7|BF71E AHES ARul§ 333 ey 712571 Al
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<3 2> B AT AREE ARRHIE FEA ] o A= WAARERIE ZEnels vERd
Zolt}. PEGE.E AHEH|E Zu|e] AA Bad F7HES 0.127(0.117)0) W, MPEGE. 3 A}EH]&
ZEu|ge] AA Bt F7HE 0.1480.135)F VERgth GMEE 20|18 zejw| o] A Hit
I FHEE 0.147(0.133) 2 MPEG B3 9] Hi(FHhH AR E5S UERA O™ PEG ZE 0 H|
AT T w2 ASFE YERITHD 37kA] AHZHE F82] B ZFEA]E Zejn| o] 20010

H]3f 20023 Zj Aot Ao Yehgth e 7 ARHE Hito] FEY & ZoE et
TEF 0EHOE dNd BEs JERTh

(B 2> UWMAREHIE ZE(0|Ye} 7| #EAAE K20 AEYE =X
£ AR =Z2|o|Y
| = Tpeg 1t Mmpeg fav—Tt
o=
=2 = sy | ZE2F o sy | ZEr | T Skak

20013 151 0.134 0.114 149 0.154 0.139 148 0.155 0.141

20028 | 130 0.118 0.106 129 0.142 0.129 129 0.138 | 0.129
A 281 0.127 0.117 278 0.148 0.135 277 0.147 | 0.133
2F 1 7| HEAAY X 2=
INSTA INSTB INSTC
B 2| ¥d Stk | 22| 8T Sk | 2= | 8o | ST

20013 151 0.020 0.000 151 0.093 0.057 151 0.231 0.169
2002 130 0.024 0.000 130 0.067 0.038 130 0.277 0.265
A 281 0.022 0.000 281 0.081 0.044 281 0.252 0.231

Tpegs Tmpegy TGM - CPEG B o, MPEGE.Y 3> GM= ]%:} LHZHX]'E]‘H]‘Q‘ i;{cq)j]
e RAROAREUTY 190 2B INSTA: B9} AReYA ALE
INSTB : 8713, S, RHSAF A& INSTC : 7|EpHQl A &-&

17) FE717 5 FHPIAES 8] A PEGEE ¥ MPEGR Y, 18|31 GMEHS o] &g+ W ajAHEH]
o] HFe ZHz} 0181, 0202, 020002 UERITh o] AR WAAEHE FHXE Bug
Hwang et al.(2008)9|A] MPEGRE& ¥} GME &S 0|83 WA= u]-&-9] Ho] 2001d7} 20021d = 0.21
oA 0229 e zh= AR FARE Zfolnt. FoAF oA BAdFAFAES 2001d3} 2002:d0)) 7}
7+ LEHF X9 5.541%9} 5.191%S -3t}
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2 A0 ARE ol &3 WAAENE Zejn|le] F4)0) B 0127914 0.1479) gho2 |
AP Barg 2R zeju|do) Blg) wl-- A JERTE o] & S Dhaliwal et al(2005)0
B3E vEAge] YARRREE 2] ARuE 290 wel 28004 4797449 7k 7}
Ae Ao Bud vk ok Y ARE ol8F A ARG ZevIgo] BE ARE 27|
NN LBAYA oF 10% A =& AT JeR U} 7191e) A%} viSAge] A 7]

Aol Hlgl Hohe RS 1t E 2 o s dddErn
NHAEES 7| BFAAERE FES B 5ok ARAEIA ARSINSTA), 5671¢ - 58
3A} - HE3AL A EE(INSTB), 7JEFH AR EE(INSTOE 2+ 0.022, 0.081, 0.2312 e} 7]eby
A9 AEEo] 7ME =1 wEA FAFAARA Y] e P A5 o2 £ F e Ao
Nansl=g
<# 3> B Aol AR F8 WS g Zes AR AHdAE JEhd ol WA

WA 2 hzte] RAIGE 09739014 09912 vl A UelEith PEGEE I} MPEG
23S o] &3 ARG ZE|n| g7t dB/AIF 097380 MPEG 37 GMS 0|83 A&
rA7re] FAAIT 0910] O 2 ASE YEgEH <iF 2>o4 Yt 39} dXst= 2
Folot,

Bl =) EB(YIELD) 9] & 0.0360] 1, 7] HAE-E(INST)S] HTFE 035602 JeER}TE Dhaliwal
et al(2005)° B P APFEERST 18 4167H>4 o E W} T 242 0.0259) 0.2160
2 719 EE 1S W wiFe] AA g4 At suf 719 wErES BA B2
Aow ety 78RS vl 045790 HIg)| tha W Aog YEktt:

Fama and French(1993)¢] 3291 23 dA &S Uehs 24 X|¢] BETAMKTS] H< 08742 1
o 243 7S YERd ¥FA BETASMBE 0.209, BETAHML-S 0.0312 JERTH

WA AHEH] & Z2jw] 9] o] A= MPEGE E 7 GMEE & ] &3+ 4% 84 S(YIELD)F} H]

WA E2 HBBAE Ve W45 A E0] JPENALTY)Z vl g S(YIELD) ol = #2421
& FABARE detsith 91834 ]¢] BETAMKT, BETASMB, BETAHMLZF &= o & =& 4
DA EAshs Ao Uehstal, A7 - A7 RIEEME ARHE v dd =2
BIA7E e Ao dehith
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CE 3 F2HL0| J|sSAZu A2EA
12 7=8H
Mo o EFHXt ESEnTA Sk Z[CH 2k
Fpeg—Tf 0.127 0.071 0.010 0.117 0.406
Lmpeg—F 0.148 0.070 0.033 0.135 0.406
oM_tF 0.147 0.075 —0.012 0.133 0.393
YIELD 0.036 0.030 0.000 0.034 0.166
PENALTY 0.263 0.023 0.238 0.286 0.286
INST 0.356 0.192 0.000 0.347 0.891
BETAMKT 0.874 0.393 —0.115 0.851 2.306
BETASMB 0.209 0.940 —2.170 0.190 3.309
BETAHML 0.031 0.617 —1.816 —0.041 2525
BM —1.075 1.159 —6.284 —0.985 1.807
25 1 AR A
Mo foea—F | Tmpeg—F¢ | faw—r | YIELD | PENALTY | INST | BETAMKT | BETASMB | BETAHML
Timpeg ~ If 0.973
foM ™ If 0.976 0.991
YIELD 0.053 0.195 0.159
PENALTY 0.113 0.085 0.113 0.176
INST 0.014 0.017 0.017 0.045 | —0.061
BETAMKT 0.139 0.078 0.112 | —0.209 0.173 | —0.143
BETASMB | —0.001 | —0.017 | —0.000 | —0.121 0.210 | —0.267 0.452
BETAHML 0.090 0.107 0.085 0.117 | —0.163 0.177 | —0.402 | —0.875
BM 0.463 0.525 0.502 0.327 0.201 0.097 | —0.016 | —0.272 0.388
T 1 A
e Tmpepy T - PEG 5.8, MPEGEY, GME ©]8-8 U AR H| -8 =74 %]
r: T AEELFTE 1d] 95
YIELD : 7139 wjg<4=9& PENALTY : HZGAS5AHE0]Y
INST : 7|29 7|AAE& BM : 7]%9] ZARIEA] [ AF7HA] Bl&
BETARM, BETASMB, BETAHML : Fama and French®] 32915 3 5} NE7199] beta F3

o
A2 7} ARzE J)EoR o L ARET olgdle] F4F A,

2 BEAS A% surEoln FoI8 AL YET,



BHEASAME0[2 2t 7|2X|ZE0| WAL= DXl &g 159

to
i

Siek. 27hA0% ol RAL 7|9 AA DY FAZ H457] 918 Huber - White 7

<E 4 B S0 WAA=H g0 Olxl= g

P oaEE el =2

H==(t24) A==(tzh)
A7 0.173 ( 9.70)" 0.189 ( 10.83)™
YIELD —0.100 (—0.73) —1.064 (—3.34)"
YIELD? 9425 ( 2.85)"
BETAMKT + 0.005 ( 0.46) —0.002 (—0.02)
BETASMB + 0.006 ( 0.80) 0.006 ( 0.72)
BETAHML + 0.001 ( 0.13) —0.005 (—0.38)
BM + 0.034 ( 7.26)" 0.033 ( 7.74"

24 R 0.308 0.334

1 AT
YIELD : 7]%9] Wjg<2lE BM :7]|Ze] ARIEA [ AR vl&

[ A%
BETARM, BETASMB, BETAHML : Fama and French®] 30912 &S o]&3t =A% /NE7)99 beta 33
N2 ZF AT-RE 71502 oA /g ARE o]gsle] FAHI AY.
FroFT 10%, * FTATT 5%, * TITT 1%

2. T
3.2k elase) Avke Aol ANSHA ete

= al <}
2ol wigroEd WAREHE2] BAE HIdF o2 FHe Flolth YIELDY A+ E 10
A frolekAl e =9 BoE Uehsou R 2o = 1% FollA 7ol 29 FoE vt
o YIELD*®] Al R324A 1% oA o220 49 s 2te A2 Z Yepgth 2329
et YIELDS} YIELD?S] A4 u]ZAEE 0] 23 Dhaliwal et al.(2005)3 X|5H= Zo|th 0|5
< YIELDS] Al57F F9291 &9 ghoz yepdd disf sjgoz Qs Fravh dizlaxyt A
TEHE Yske Z0E A S o] F= HHY BIF &)Y EAHEYG AEE
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The Effect of Dividend Tax Penalty and
Institutional Ownership on Implied Cost

of Equity Capital : Korean Evidence

Jong Kwon Ko* - Mun Hee Jo**

<{Abstract>

Whether stock prices capitalize shareholder level dividend taxes has been long question, but still
there is no consensus among researchers. This question is important because it provides
information about the determinants of a firm'’s cost of equity capital. Recent accounting researches,
specially in return studies, find evidence consistent with dividend tax capitalization using long —
term and short —term returns. But, as Dhaliwal et al.(2005) pointed out, one important limitation in
these studies is that they use realized returns to examine the effect of dividend taxes on stock
returns because ex ante required returns are not readily avaliable.

This paper extends the prior return research by estimating the implied cost of capital using
Korean market data and investigate the effect of dividend taxes on these measures of the ex ante
cost of equity capital to test for dividend tax capitalization. The ex ante cost of equity capital is
recognized as the theoretically relevant measure in tests for dividend tax capitalization. As for the
implied cost of capital, we estimate 3 different measures using the methods established by Gode and
Mohanram(2003) and Easton(2004). Korea is different from the United States in that Korea has
dividend imputation system to protect shareholders from double taxation whereas the United States
has not. As a result, Korean market shareholders faces different dividend tax penalty than the
United States market shareholders. Our use of the implied cost of capital and the Korean market
data should provide an international evidence of dividend tax capitalization.

We also use institutional ownership to further investigate the question :if dividend taxes affect
the cost of capital, how does the magnitude of this effect vary with this firm specific
characteristics?

We limit the sample period for 2 years from 2001 to 2002 considering the estimation of implied
cost of capital and the measurement of dividend tax penalty and use total 281 firm —year data. We
use the methodology in Dhaliwal et al.(2005) by exploiting time —series variation in dividend tax
penalty, which is a function of dividend and capital gain tax rates, to isolate the tax effect from the
information and agency effects of dividends. A firm’s dividend yield is used to capture the level of
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tax disadvantaged dividend income and the level of institutional ownership is utilized as a proxy for
marginal investors which have relatively low dividend tax penalty. We further disaggregate
institutional ownership into 3 different groups that are more homogeneous with respect to their tax
attributes : government, banking — securities —insurance company, and other corporations’ ownership
ratios.

The results generally support the dividend tax capitalization hypotheses. First, the relation
between the implied cost of capital and dividend yield is increasing in the magnitude of dividend tax
penalty. Second, the positive relation between the implied cost of capital and dividend yield is
decreasing in the level of institutional ownership. Third, the positive relation between the implied
cost of capital and dividend yield is decreasing in the level of banking — securities — insurance
company, and other corporations’ ownership ratios when we further disaggregate institutional
ownership into 3 different groups. This result suggest that banking — securities — insurance company,
and other firms can play their role as marginal investors in Korea. Overall, these results suggest
that dividend tax penalty increases the dividend tax premium, in other words implied equity
premium, and accordingly it has negative effect on stock prices. The evidence in this paper adds to
the understanding of the effect of taxes on equity prices.

<Key words> dividend yield, dividend tax penalty, institutional ownership, implied cost of equity capital,
dividend tax capitalization



