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Abstract

Taiwan has implemented an integrated income tax system, allowing income taxes paid by
corporations to offset personal income taxes paid by shareholders on their dividends.
However, an additional 10% surtax on undistributed retained earnings is levied to prevent
corporations from retaining earnings. In 2010, a tax reform act reduced the corporate income
tax rate from 25% to 17%; however, the additional 10% surtax remained unchanged. This tax
amendment broadened the difference between corporate and personal income tax rate from
7.5% to 14.7%, thereby increasing the incentive to retain earnings. The purpose of this study
is to investigate whether firms retained their earnings rather than distributing them to reduce
the tax burden of investors. The results indicate that the payout ratios of total dividends,
stock dividends, and cash dividends decreased significantly after the corporate income tax
rate was reduced. In addition, the results suggest that a stable dividend policy exerts
moderating effects on total dividend payout ratios. However, substitution effects are
observed between stock dividends and cash dividends.
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HIRE N [EZBRIRT = RS AT R A T 5 TS s s 75 2 SR A /Y
TEN - HIfESEERFE (KA SZ AT A0 5] (Allen et al., 2000) o &M FEiE R 2
AR ERI A F] » B ARSI S s - Sz - BB SRR I R 32 o2 A 148
(Alli et al., 1993) = KL - B FIEE RR E R B R A 28 Fl =R p TR AR R

26 it T DL B i — A R s A ST SOk B A1 RS E 1 BB (B B (AR
2005 ; {RATAREAZE RS - 2006 5 Lasfer, 1996) - 2RI » A\ ERI—F BRI RIS (3R
TETHIEEIAEE (Lag) BEHIRIR 1 550 DAZ AR A S 25 5 F1 38 R 0k B RS e MRS
A (W= 2004 ; Alli et al., 1993) - {HbfE 72 08& E RS ERHZE RS
& MIETRENE - & DAER 26 58 I I 38 iR R HE 22 B e sl (U Hif 22 BB AA S
2004) o ASZDMgEHA AT AERE (2002-2006 ) & FI 58 HORATAE 22 0k B FI S 2
MR - R DivP HRES R A R R E - THEA Dive fRREUR &8 -
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GROW (RS ) @ ARIKEEE S @ R ERTRE - HREETEK
s A ECH 4> © Brown and Sum (2010) #RBAE AR EWRE 0T - KRS
&M R - A FEFEANEBERERA] - (B TR ERE NS ERNIEEK - 3%
T R A DU B B B - RIS AW RIS R A F] - B R EREC I 3 R 2 1R[]
B fR ~ BB S I3 R B A AIBATR o SURES 60 & =8 E e i = i E B iR I (H 2
FUELE Ry B 8 (Fama and French, 1998) » ARFICIRERILETE G -

INSIDE (INESAFFRR bR )« B R A AP H B R R A [ - S AR
JRANE] » QSRR 2R A B SRR [0 i B2 B R B - (B SR B SR AR AT S RS = e Al -
NFEIVESE > BEA - &KHA - RIEFGEE R Ene R Ra R - Hr&ertrd (7
FIFRELEEZR 2 > 2006 ; Brown et al., 2007; Nam et al., 2010) - KL FEE INSIDE (3505
=4

INST (PR EAFFRLEE)  AZEDIARE] ~ @MNAREAF] - BBk EES
& KBRS R LLO S 5 E e R I & AT RO AR A B - BEOR Crutchley
and Jensen (1996) fEHIMEETE AMRESISRAILT] - 280 - THAFsEalfE e
ENEE BB SRAN L F - AlLEEREHR SR A2 F] (Grinstein and Michaely,
2005) © (Kl » ASCRE Ry INST BHE R F R ~ ZERRC I R B A E -

CF (Eefilt) : BHERAERE DA FESARE - MR s B ZE
W WEMTRERA TN E SR E G R PR SR E RIAIFR (b Bl
HH3E » 2004 ; Brav etal., 2008 ) 2 ATHHAE Ao 1 B B <o e 1 38 iR 2 R AER -
B f AR RO R IR 2 S A fHRA

SIZE (AFIFIE) « AP FIREE E I E RS BRI B 8 (Y £ 5
EAUSETE » 2009) - DAFEH] A FIRFUEAN R g A R R S TE « BUBERR A
A] - Bl Re B EA/ N FEE - RO ESRA AR E A0S (Howton and Howton,
2006) * HFHIAN BRI RUR - BB RA R IR - (EH QAR R IR R
WEE -

DEBT (&f&LER) : iR EHE AN Z BB E - ERE ARG 1 R #E
HZEROR T ERE R - — R FE R EG RGBSR (Em= - 2004 ;
EVEERE - 2005) - AWFETEINEE RS - SRR - (5 R eREd ik
BERAI BRI E -

ROA (JEF|REST)  AFIEFBENRS » BRARSEEERFZ « ST FIRYEE
JRETE » [FIFF - Mitton (2004) JRNEHE R - EAIRZBH] o KL - THEAER]
HE 7 B A AR IO PR 38 TR R B < B A1 38 AR 2 AR -

GDP (BNAEFBFHFIEER) B CcPl (HEEYERBIFER) « SiET A FK
FIZEHORER - FFHEHIREIE R R A T RERZ S (JHEEE  1999) » AR A e (I FEHE A 35
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DABIA AR BRI R R S R RV B B - OB B E IR N R Ryl
BRI (LM - ZRERHEEE > 2009) - BN EEBHEFER
B F S iR 2 IEAHRE ~ HE A Y E BT e =R A R A R 2 AAHR

IND (EZEFIEHEE) - ARSERE AR EENE - SRERG N FEEE
IEEN LR BRI - ARt AT RER R (W= - 2004) -+ SIS 72 S Bt B0
PRI S8 - AURGEREF R SFTESE S - FFTE AR 3R 27 28 > 337 26 i
FEREEH > FBZAEFEAE 1 ROZARy 0 - DIl SRRy E IR A i 2 -

H2a 505 - IRAIE IR E RN ] - BIBEFARE S TR % - A2 eR R I
H2b K H2c A3 BIRE R IARRE M= B A 7] - S8z srBc e 38 HeR ~ 8D 3 e e A
FECR o AR T AR E MR B R (80 W 7y R I 38 AR G 2 = B i R 3 A
REAFIRR - 73 BIHETTERE (1) B (3) Mg AT -

B2~ EEGREDHT
— ~ BORTERLET B AT 53 1
1 R EEERBFGREREHE - IR (ToralD) 1L S FTRURATF
EIMER 54.11% - SRS TR R - SPEERAD Ty 50.60% - [FfRH - Z2 R EC K 58 HCR
(EarnD) TEF R BT Ry 9.70% - 7 [ 12 SV E IR By 4.85% - 1 3 <2 e A1 3% Tl o
(CashD) HIFHFARERTN-) 44.41% » BEEEHNEs 45.75% » FRELEREAZE IR - BRI 5L
FHERE— Z & T - IRBIFAREE TR - A RN S R B A B e 3 R
HEABIER - REMEYIFER - IVEERZEEST -

* 1 FRRERMRENRSEBRLHEE

Panel A SRR PR R A F BB RARETHE

B Ti9{E T Q1 FR{ZEL Q3
TotalD 54.11 35.35 10.00 65.61 81.82
EarnD 9.70 17.38 0.00 0.00 12.93
CashD 44.41 33.43 10.00 48.19 73.09
BEE 2,809

Panel B SR AR R BB HRRETHE

B Fi9{E 1RHEE Q1 FR{ZEY Q3
TotalD 50.60 36.77 0.00 62.50 81.40
EarnD 4.85 12.76 0.00 0.00 10.82
CashD 45.75 35.60 0.00 53.62 76.19
BEE 2,889

(¥ 1) BEIEREA © TotalD - FERGFIZEHLER ; EarnD : RERECAYEEAIER | CashD : IERGFIZEAEK o
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IEFIERENE (DivP) JiTH » IR ERIERFFEEMER - EA R Z B E N - HEEkE
ERTFMERATR 2RI A K - HERE BB GROW ~ INSIDE ~ INST ~ CF ~ SIZE ~ DEBT ~
ROA ~ CPI %% - {E B FTRRATR AR I K o [H GDP (R S FARERT - HEEr
FRIA] 2008 FF<RlEHR 2 - FRIREATE (DALERYIR) -

7% 2 YIRS B B R i B AR RR AR B - R IHIEE R TotalD ~ EarnD 58
YEAR S EHHRE - H3E 1% B /KHE - {H CashD Bl YEAR 2IEAHRE » SRASE 10% HHE
ZK¥E - EREIRURAEAERT - MERAOIL - B SRR B F 2 T - &%
FIZE R FFRE M (DivP) B R IEAHR - BB EN B e E - BF3K
s o AE AT G 2 B A (2004) DAFRBIFT TR SRS AR - HER AT RER A4
2N FE A AR FE A - RGOS BN FIRA B R A R R - B E IR R
RFEBEFIFTER - & BB EEERIREE /IR 0.7 (RYIFE) - F TN GF R E T
7 ERTRE (Anderson, Sweeney, and Williams, 1999) °

R} 2 REBMERAREE

TotalD EarnD CashD YEAR
TotalD 1
EarnD 0.3124*** 1
CashD 0.9059*** -0.1194*** 1
YEAR -0.0486*** -0.1575*** 0.0194 1
DivP_TotalD 0.0674*** 0.0283** -0.0830*** 0.0041
DivP_EarnD 0.0322** 0.1329*** -0.0256* 0.0083
DivP_CashD 0.1114*** -0.0157 0.1234*** -0.0065
GROW 0.1525*** 0.0552*** 0.1347*** -0.0317**
INSIDE -0.0296** -0.0237* -0.0204 -0.0275**
INST 0.1038*** -0.0150 0.1152*** -0.0255*
CF 0.1574*** -0.0436*** 0.1839*** -0.0307*
SIZE 0.1247*** -0.0058 0.1330*** 0.0465***
DEBT -0.1983*** 0.0530*** -0.2309*** -0.0046
ROA 0.5642*** 0.1846*** 0.5074** -0.0450***
GDP 0.0630*** 0.2075*** 0.0267** 0.4163***
CPI -0.0171 -0.0527*** -0.0156 -0.0126

(EE1) BEERAA : TotalD : #EBEFISEHEK ; EarnD : RERECAESIMER ; CashD @ MRS FISE MR ;
YEAR : JABREFAIMERAIR EHREE > FARRENAE 1 HAREFIERE 0 DivP: BRFIEEM
DivP_TotalD ~ DivP_EarnD ~ DivP_CashD 43> BIXRAERZFISEAER « BERACATIEAER « IREA%
FISE PR ZBEFIBEM 5 GROW : BiRMEE 5 INSIDE : REBAIFBELLER ; INST : HBIRE A
BREER ; CF : B2 Fc#ME ; SIZE : /ATIRIE ; DEBT : Bf&LEXR ; ROA : ¥EFIgES ; GDP : H
NEEELEFIER ; CPl  HESYEIEBEIER -

(3E2) =~ =~ * DBIRTER 1% ~ 5% ~ 10% BEEIKE -
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o BROTER

7% 3 Ry Pl BT =R 25 B A 3 RSB R o A A 2R o TERERR A R T - EiE
FERBURNEGREE YEAR ZIRBUR B HER] 1% BE/KUEE » NIEFE Hla - FonilE
BT ER% N g IR A R R - HoAt R B BT | - DivP -~ CF ~ SIZE
ROA ~ GDP &5 Bl s FI| 2 [l =R B IEAHRE - Bk DivP 4 - BREEFHIAAETT © GROW ~
INST ~ DEBT ~ CPI BifEREH 3 iR 2 2MHRE - IR FF & TEEH -

FIERIC A B R - WU RER B YEAR ZARBUN BB HZER] 1% 8E
JKHE - MBS HIb - ZoRalF 8 iR - AR BERECR: 32 15R - [LAN - Dive
DEBT ~ ROA ~ GDP B3 ZERBCI R 2 1EAHRA » BR DivP 51 » BRFFETHEH © INSIDE -
INST ~ CF ~ SIZE ~ CPI ERfZaRr RO 32 =R 2 EAHRR » JRFFETHIA -

FERTRBIEFIFNCE - [BEREE YEAR Z(REUR BB HIER 1% BE/KAE - NE@
Hlc @ £ A e PR HRARE i R/ E ik - 55498 - DivP ~ CF ~ SIZE ~
ROA ~ GDP B3 < P FI| 38 i =R 2 TEAHRA » bR DivP 4 » 88 FF & R THIH - GROW ~
INST ~ DEBT ~ CPI BiBl BB CR 2 A FHR - INFETHI - HER B BHIIPRE 10% &8
EIKHE -

ik 3 R ERREBRFIFNEE

PRy TotalD EarnD CashD

B8 FREATS SR {HET2H FRHARFSR hET 28 FEHARTSE fHET 28
HFEIE 11.6539* 15.4056** 19.3268***
YEAR — -8.4564*** — -6.0378*** — -10.0044***
DivP — 0.1439*** — 0.1614*** — 0.2791***
GROW ? -2.9451*** + -0.1808 — -2.5638***
INSIDE — -0.0107 — -0.0389*** — 0.0183
INST ? -0.0876*** ? -0.0241** ? -0.0450**
CF ? 0.2036*** — -0.0502*** + 0.2384***
SIZE + 3.9551*** ? -0.6448*** + 4.6300***
DEBT - -0.2546*** ? 0.0932*** — -0.3283***
ROA + 2.4437** + 0.4071*** + 2.0262***
GDP + 1.9684*** + 0.4281*** + 3.9632***
CPI — -0.6204* — -0.4118* — -0.4268*
IND suppressed suppressed suppressed
H=E 5,698 5,698 5,698

Adj R? 37.67% 12.83% 35.09%

F 94.07*** 23.66™** 84.24***

(5 1) BBUEE | IND BEZERNERES - LAEEESTHEENE  stH27H X EEXEXAE
B RZBIA 0 HEREEEERER2-
(BE2) * v * FRIKRTEEI 1% ~ 5% ~ 10% FaEIKLE o
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AR FI AR E VR EL (DivP) T8 - W73 R S TRoRs e 2 = B R A 8 i
TREE A FIWIRE - LA H2a ~ H2b k2 H2c © 3% 4 Ry A1 32 fiha iE /A Rl ER 43 s S8 -
b I R IRER » BB YEAR Z (R B R B B{EASEE] 10% BEE/KYE - A~
EA# H2a » R RS2 R e BN =] - f I e e e A B2 R AR AL - AR T i 2%
JEERAT AR A+ BN AT 58 PR — 2 - PR B (R EE & (E R B K e - Bk
3 REHHA -

DAE SR BC I # R Ay o A - WFFeBUR B8 YEAR ZAREUR IEBHZEE] 10% 54

FKYE » S5—T7H - DR REAEEBERFT M 53 1T - B8 YEAR 2 ARBAI B3 1
B RERBAEBAREILF] > FkEE TR R R R IR R AR B O - R

T &2 BR FC RS 28 TR BN ~ B R R » AR H2b 2 H2e © SEBRAVAS SRR
PRI R E R A E] » AN Z A SRR 8 - (H R ER A B ER 5 1 A1) 2 [ RY
HE - AR RAIRE S Al R - DUR IR RS P R R S I FIRIEE R - A
R T B AR, B AR B FTEIIse —2 (Eil= > 2004 ; .2 BLfFHARE -
2004) -

Ik 4 RSP ERBIRFIBRREE - RAIENRBELF

FEEEEY TotalD EarnD CashD

BEE FRHEAFTSR HET 28 FRHEAFFSR hET 28 FRERFFSR HET 28
#EIE 4.4222 29.1897*** 18.8910*
YEAR ? -2.0641 ? 2.2495* ? -10.2356***
DivP — 0.1084* - 0.1316*** — 0.1348**
GROW ? -2.6513*** + 0.0305 - -3.2712%**
INSIDE — -0.1101** — -0.0869*** — -0.0718*
INST ? -0.0397 ? -0.0384** ? -0.0208
CF ? 0.2365*** — -0.0464** + 0.2317***
SIZE + 3.2452*** ? -1.0806*** + 3.7088***
DEBT — -0.2424*** ? 0.1235*** — -0.3177***
ROA + 2.4795*** + 0.4562*** + 2.2487***
GDP + 0.8134 + 2.7990*** + 3.5793***
CPI — -1.4167* - 0.1795 — -0.0391
IND suppressed suppressed suppressed
H=E 2,849 2,849 2,849

Adj R? 22.29% 16.50% 34.43%

F 23.12*** 17.09*** 41.45***

(FE1) BETEE | IND BEEXEREE > ULEEZEASTHMEENE 518 2755 EEXEZARR
B RZAIA 0 HepEEERSER2-
(3E2) =~ =~ * DBIRTEZERN 1% ~ 5% ~ 10% FEEIKE -
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7 5 Ry A FE AR A RN EER A A5 2R - 3 PR LS e A 28 s e Bl A R e
FIEIRFFERE R - B Al LU S mIFE A AT AR AR B A B AT Ry - 3% 5 Ay R 208
 YEAR > FEASAEEBCRAGRER AT PR B 8 RRRAEBATRER A -
AR AT SRR DRI~ ZERECR ~ BB IA] - DA A I R RS I T B &
[EINF - HIREER SR 3 R FI R R~ RAREC I R E R RN A TR
INFEIFTEL

3% 5 AR E TR IR R B E - A BB E L

PR EY TotalD EarnD CashD

B FRHARTSE hET2E FRHARFSR hET 28 FEHARTSE fHET2H
HFEIE 7.6789 12.0958*** 27.4644***
YEAR — -10.7587*** — -3.5186*** — -8.9022***
DivP — 1.0115*** — 0.2826*** — 1.0153***
GROW ? -2.9625*** + -0.2436 — -1.8477***
INSIDE — 0.0203 — -0.0117 — 0.1123
INST ? -0.0666** ? 0.0028 ? -0.0588**
CF ? 0.2060*** — -0.0580*** + 0.2189***
SIZE + 3.1299*** ? -0.6721*** + 4.5238***
DEBT - -0.2536*** ? 0.0734*** - -0.3247***
ROA + 2.1952*** + 0.3272*** + 1.7146**
GDP + 2.9803** + 0.2394*** + 4.0895**
CPI — -0.6476 — -0.3633* — 0.8398
IND suppressed suppressed suppressed
BE 2,849 2,849 2,849

Adj R? 40.02% 11.31% 39.17%

F 52.26*** 10.81*** 50.54***

(31) BEESE | IND EEXFEREE > LEEESTHAEENIE > 515 27 %8 EBEZEZAE
B RZAAE 0 EEpEEERER2-
(FE2) =~ =« * DRIRTER 1% ~ 5% ~ 10% BEEIKHE -

DA EWFFEREREER - 2010 SRR Fri R 0wl A 32 R - ZerBcie #2i5eR
BB R S HOR B S a8 - B P9I MR bt ZEAHIA] - 3R TR B
FRAEEOR R - SRR BRI S - ASCHFERa RIGH - SRR TR E - SR
R - EIRE T EVIRR G —HR o BoEeR IR AR L% H Y - JRRIFEE A =R
PRATRL R R T - AR (R H & e BCAT B BRI B AR - A FEA
TR - DIAEE(E A R = B B RIS DL » B - MRS - AFRIDVE
AT B MR RS BRI S . &%k - AT ER AR ER - SRR
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HHEERA I R R EHET R ETHER R - Z2EEERTRA S -

AR FRR E M b —FR R B - WF e SR I AR E M - MR A S TR AT AR 6K
Do BERLE SN R B E B R IR O e Al - fiE IRt E EER
iE [FIRF AR T FR B AR E FE I A 7] - PRE B B BRI - (RUSAERE AL
DUE PR B MR e BREC B FORE 3 580 - HL R RO IRIR e A1l 2 (R -

=~ SEETEEA
(—) ¥ THE (2007-2012 4 ) K EFHAEHl 82 8

AL Zfe bR F A A R P SR A R A B R AR SRR S
AR E BT (2007-2012 4 ) RFEHEEFFE - BIARIFEL—HAZEAHE —FY
TR A o AHRBR YEAR ZFRBEES AR HERE REE - Bk 3 ME - FE
TR RER - BLAN - ARWFSEER T E P YRR S HART (2007-2012 ) B F R
EMEAGFHAR (2002-2006 4F ) BARFEMEFIFIAF] - EEEINE R F0iG SR AR U -
(=) BEAERE BB RN BB G mIF R Bt AT

P g2 3R DIAIF A & 5 BEe T B 2 B A3 R R BB BRI 100% 2 A FE R4
5 FORERG A BB BRI » Th2E N\ EIREF R U2 2E AR Bl &2 aR DL
IR EC BRI R RIBR AR BT 8L - BB B — =S R RERE - A5
DARs R 2R B AR IE A 93 B B BRI B B B A TR S T R FE AR B - ST LIRSSk
B iR A PR R o E IR 3 (JEHIE MRS BEDIAEFEF]) M - 25
FI 28 R AE SR8 P f R R 5 2RI WFFeHS S R oot - 554k - BERR M & AR
(2007-2012 ) RFHALANAF] - G2 PR EAR (2007-2012 4 ) BEREFIRRE
PEAEEHAR (2002-2006 ) B ARFEHILFIRIAFE] - PFFCHERIIRFERE - 281 » AR
TR IR ERINEF DI B AR S R T BRI FI B IR B - B AR EFEARIHEFHIAZ
BN B R AR S O ERFFE RGN - B A SR 2 H RIRRAIER - iFFEHS
RlgeidplfRz= -
(=) mAETHEEREREHET

AR FFR E M B (DivP) ZHLEL - N HIRR E M R B (STAB) » %
1 DivP (BRI 8E - BB STAB 3tk 1 » RRBRRFIZEBBENAR » K2
B 0 BATE (4 B (6) WTT -

2 FoAEfREE - ASCHOSRBITERIEORY R FErE R RAS - A B 3E AT A (EESRAY »
3 FPRIEERATURTEH R BB - TR EHAUSEEET - AIEYIR S5 B R BRI S R
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TotalD;, = By + P,YEAR;, + B,STAB;, + BsSTAB;, X YEAR,, + B,GROW,
+BsINSIDE;, + BgINST;; + B,CF; + BgSIZE;, + BoDEBT;,

26
+B10ROA + 13 GDPy + froCPli + ) VjINDye + e 4)
=1
EaTTlDit = ﬁO + ﬁlYEARit + ﬁZSTABit + ﬁ3STABit X YEARLLL + ﬁ4_GR0Wit
+BsINSIDE;, + B¢INST;, + B,CF; + BgSIZE;, + BoDEBT;,

26

+B10ROAw + By GDPy + B1oCPli + ) VjINDye + 5)
j=1

CashDy, = By + BYEAR;, + B,STAB;, + BsSTAB;; X YEAR;, + B,GROW,,

+B5INSIDE; + BeINST;: + B,CF;r + PgSIZE;: + BoDEBT;,
26

+B10ROA + B11GDPy + BiaCPli + ) jINDye + e ©)
=1

Fofi

STAB : R FIFEE MR S B - B DivP (BRI IEEE - 3k 1 RZ&R 05

STAB YEAR : [R/FIRESE Ve 0 (STAB) SR BFTRE AT M (YEAR)
RZRIA

FLERBBATRTI -

NGB YEAR (R BUBEAE S B M R v B 8 - BHE/KME - IEESRIREE R
3 fHIA] » RREERR S S FAE & P SR 2 il B RIS R - W FEhs Sl R g 56
3 WA AR o STAB 1 —(E =0 & B E E » JRELR 3 WG SAHIA] © 1 STABXYEAR 2
REEE R IEE - R REFEBCNEENAE - A REEE - BIERERE T
MR EAERERIFE R - ZERACR I A R B ReA B IR S » 2 Ml
SR - SRR ELSR 4 K57 5 AEIA] -

th ~ HRiSmEd s
B 1998 FlKBEETT Rt & — - Krir G TSt & f B SR am R —
{EL Ry i O DAL 25 FIT RS SR B R P M SR B R 8 ) PR LB BR8-S i A 3 iR
SRAVHLR - SEMETEREZM - BRI E TR ES - ST A& R B &L ER
I 10% » DARERG & P SR B R AT SRR 2200 - AR E— R VIR A s 5 %

52



EXEHERE 26 £53M

baE (R FEMRBIE H - BB FTRRR - (BRI EC R ERIIERT R HERF R - A —2K
B ATHCREL R TR A BRI N - A RO H A B 0 FC I RB IR ARG -

AW FE £ HBESRRT TS TR - SR8 > DU R E
TR AR DR AR SSR - BRI S M i B B e A IR GR N - AT L — B 2RI Rk
HITESE » TRETHRL G — T - BT FRATRRAE IR A - A RE SR EER -
DA SR FH A B 2 - B ReRE B aHE R WM & — BB R - R Bl & ERinai
HRBCERHE - 5950 B RN FRBUR A R A SRR - BRI RS i 1 1y e B R
At i ELATRBIAGER - B A1 58 HOHR & SR e R B3R < R - A SR RF R e R %
TR E M F] - TR R FTRR R I AT Ry DR B2 R fise B < PR R AR AR %
BFFEAGRER - Aam AR I A HCR ~ BERACI S HCR SR ERAFEBCREE - 3
B8 TR SRR B IRIMIRICR R B A R RATR SR - IRSCRF R B B BRI
HRTLEEEY - SE— DR  IRFIRRE #ICE - MRFEBCRIRRAD - 2R~
FIRFIPRSR RN EE S & - I H A E R AR AC I B R 5 R AR B AURICR. -

R BSMFR BRI B iR & — R R Fr Ao - 2 IeHmHl o g
BN FIRATRIR - AT 72 DL 2010 SR AT RIS - R R EAN - Biam L
[ SR B fmar B DA R B SR AR N BIRAER TR > BEAh - ARWFFEI S H e A1) 5%
RS TE MBS N R AR R R - N5l - SRR BRI RN R S - BB
T EE SN SE IR - IRIIEE - ASCHIRIFFEss am ] BRIV 1 B 2528 IR R DG
2] o LR P EInoe - 2R hERaET 1998 FERgte & —Hle T Z VIR BRI - 1
ASCRNE—FEH - BEORER IR A R =R A0 R B8 DO (A R SR P e | B IR S S
Mt SRIMAEE AT RELER P R IR IR AL T - ARSI T RARZ R 8 -

ASCRERNAEEE W - E ot - ELEERIE LRI B e i & — B R I FERs R
FHR] - SRR HIBCE B A SR8 - HR - W SERUR A R Ry T R R SR A AT HE
& AT RARE - SENMERFEIIER D I ESRMAITLERE S - FIRFHIEE T
TPESRIEEAR D ECE BRI ARV AERR - DU N R RFI R O il - &% - Wioeis
R TRORS T8 1R 3 R FTR SR A BB+ oA 3 FAO AR A O 2 W Il o AL R A ] 2 2
i A AR - Wb NERE NS - BRI E RS AR - AR
NGz BN AR - BIANRR R BRI -

FERFFEIR BB AR AN R ST - 56— > ASCZWIFERARDL B A =R 2
G RE S E AR NS - (PR RFERENTIE - ARAWTTE AT DA/ NS £ S i e A1)
BRATRREGAE - B AWFELLHBTAS ZRAEIE R - BIR G FE RS
W RAGERELUE R IAMIRES - RRGAS SRR I 523 -
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AL A — T IR e B R S AT R R A BT R

Association between Corporate Income Tax Rate Reduction and
Dividend Payouts in an Integrated Tax System

Ching-Chieh Lin, Assistant Professor, Department of Accounting, National Pingtung University

Wen-Chih Lee, Professor, Department of Wealth and Taxation Management, National Kaohsiung
University of Applied Sciences

1. Purpose/Objective

In 1998, the Taiwanese government implemented an integrated income tax system to
ease the double taxation of dividends, thereby allowing corporate income taxes to offset
personal income taxes paid by shareholders on their dividends. However, an additional 10%
surtax on undistributed retained earnings was levied to prevent corporations from retaining
their earnings.

After the Statute for Upgrading Industries expired, Taiwan reduced the corporate
income tax rate from 25% to 17% in 2010, but maintained the additional 10% surtax on
undistributed retained earnings. This amendment broadened the difference between corporate
and personal income tax rate from 7.5% to 14.7%. Some people criticized that the unchanged
surtax rate would encourage corporations to retain their earnings and distort their dividend
policies. The Legislative Yuan, however, maintained its decision.

Various theories on corporate motivations for distributing dividends have offered
inconsistent conclusions regarding the effect of tax reforms on corporate dividend payments.
Tax Preference Theory purports that the impact of taxes on dividend policy depends on the
relative taxation of dividends and capital gains. A preference for capital gains would exist
whenever the tax rate on capital gains is lower than that on income from dividends (Allen et
al., 2000). Under the traditional view as proposed by Harberger (1962), if a corporation
relied primarily on external equity financing, then higher dividend taxation would typically
result in decreased dividend payments and vice versa. In contrast, under the new view (or
Tax Capitalization View) on dividend taxation proposed by King (1974) and Bradford
(1981), dividends are paid with residual income; adjusting dividend taxes would thus be
irrelevant to corporate dividend policies.

The United States government reduced its dividend tax rate in 1986 and 2003. In
addition, China’s government reformed its dividend taxation laws in 2005. Many empirical
studies have shown that tax reforms lead to dividend payment adjustments, which is
consistent with Tax Preference Theory or the traditional view (Sterk and Vandenberg, 1990;

Papaioannou and Savarese, 1994; Chetty and Saez, 2005; Brown et al., 2007; Nam et al.,
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2010; Wang and Guo, 2011). However, researchers who have argued that tax rate changes are
unrelated to corporate dividend payments have based their arguments not on the Tax
Capitalization View, but on dividend stability (Alli et al., 1993; Brav et al., 2008). Both the
United States and China are under classical tax systems that differ from Taiwan’s integrated
income tax system. Such results are unsuitable for Taiwan’s condition.

Previous research on countries that use an integrated income tax system has supported
the argument that tax reforms affect dividend payments (Alstadsater and Fjerli, 2009;
Korkeamaki et al., 2010; Kaserer et al., 2011). Similarly, those studies have documented the
impact of changes in personal tax rates or the introduction of partial double taxation, which
also differs from the reduction of corporate income tax rate in Taiwan.

This study was conducted to contribute to the dividend literature by analyzing whether
corporations have retained their earnings rather than distributing them to shareholders in
order to reduce investor tax burdens since the tax reform act reduced Taiwan’s corporate
income tax rate from 25% to 17%. In addition, we also discuss the moderating effects of a

stable payout policy on dividend payout ratios.

2. Design/Methodology/Approach

The research sample comprised of financial statement data from 2007-2012 of
companies listed on the Taiwan Stock Exchange and GreTai Securities Market. Empirical
data were retrieved from the Taiwan Economic Journal Database. Following prior studies,
we excluded financial institutions and insurance firms due to their regulated characteristics.
In addition, we omitted financially distressed firms and excluded firms with missing data. To
reduce the effects of extreme observations, we omitted any observations where the variables
used in the regression were more than three standard deviations from their mean value. These
selection procedures yielded a final sample of 5,698 firm-year observations; 2,809
observations were from the period before 2009, and 2,889 observations were from the period
after 2010.

The dependent variables used for the regression analysis are dividend payout ratios
based on total, stock, and cash dividend payouts. The independent variables comprise an
indicator variable with a value of one for observations following the reduction of corporate
income tax and zero if otherwise, dividend stability, growth opportunity, insider ownership,
institutional ownership, quick assets to total assets, firm size, debt ratio, profitability, gross
domestic product growth rate, consumer price index growth rate, and industry-specific

dummy variables.
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3. Findings

We predicted that the reduction of corporate income tax rate under the integrated
income tax system would lead to decreased dividend payouts, ceteris paribus. The results
indicate that the payout ratios of total dividends, stock dividends, and cash dividends
decreased significantly after the income tax rate was reduced, which support our hypotheses.
The purpose of levying an additional surtax on undistributed earnings is to reduce the
difference between corporate and personal income tax rates to relieve the tax-induced
distortion introduced by dividend payouts (Chang et al., 2008). However, the findings of this
study show that reducing the corporate income tax rate while maintaining the surtax rate
reduces the tax cost of retaining earnings, thereby creating opportunities for corporations to
reduce their dividend payouts (Deng, 2012; Chen, 2013). These results also support the
assertion that tax reforms influence dividend payment decisions.

In addition, dividend stability is positively related to total dividend payout ratios,
indicating that companies with more stable dividend payouts typically prefer a certain degree
of stability in total dividend payout ratios, despite tax rate changes. This finding shows the
importance of dividend payout stability. We also observe that a substitution effect exists
between stock and cash dividends, which is consistent with the findings of previous research.

The robustness checks performed in this study show some examinations for both sample
firms and selected variables. These include sample selection, dividend payout measurement,

and independent variable proxy. The results are robust for the aforementioned tests.

4. Research Limitations/Implications

Similar with the findings of previous research on classical or integrated tax systems, this
study supports the assertion that tax reforms affect dividend payouts. We show that firms
adjust their dividend payments to avoid shareholder tax burdens. The results support the
imposition of an additional surtax on undistributed earnings, as well as the need to increase
the surtax rate. In addition, we indicate the importance of dividend stability on dividend
payouts. Firms with more stable dividends are reluctant to adjust their dividend payouts,
even when tax reforms are imposed.

Our results are subject to the following limitations, and they should be interpreted with
some caveats. First of all, the results may be sample specific, particularly because our sample
firms are listed companies. Future studies should consider targeting small and medium firms

to investigate this topic. Secondly, the sample period was limited to six years because of data
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availability; further investigations using longer periods are warranted.

5. Originality/Contribution

Prior studies in Taiwan have focused on the impacts of introducing the integrated
income tax system on dividends payouts. Few studies have provided empirical evidence to
discuss the relationship between the reduction of corporate income tax and dividend payouts.
We examined the tax reforms to elucidate whether firms consider tax incentives when
determining their dividend payouts. Furthermore, the tax system in Taiwan differs from those
of the United States and China. In context with our discussion, tax reforms in many
integrated income tax system countries, such as Germany or Finland, differ from those of
Taiwan. This study provides some insights for other countries that have undergone similar
tax reforms. Finally, dividends are distributed in cash in other countries. In contrast,
Taiwanese businesses distribute both cash and stock dividends simultaneously. The findings
of this study provide empirical evidence on the relationship between cash and stock dividend

payouts.

57



AL A — T IR e B R S AT R R A BT R

SER

Eii= »2004 - T _E A FRITF SR SRR 2 DE R 3R S A R I (E 2 528
JEBE B PEELHE - 6 45 3 8 307-344 - (Wang, C. Edward. 2004. The determinants of
preference for issuing stock dividends and its impact on long-term stock
performance: The evidence from Taiwanese firms. Journal of Risk Management,
6 (3): 307-344.)

FER - BEREZEME - 2009 - A FEGRERE RSB ENGEFH AR AR E
TR E R ? DI E SRR - EEERAH > 95 2 1 1 165-184 -
(Wang, Chao-Lan, Liao, Sih-Wun, and Chih, Hsiang-Hsuan. 2009. Does media
coverage mitigate market reactions to unexpected negative earnings
announcements? Evidence from Taiwan banking industry. Taiwan Academy of
Management Journal, 9 (2): 165-184.)

T Fi & BABRAASE - 2004 AR & —FIRTR LTS w2 i EREMTTT - B
21 % 2 #f : 257-277 - (Wang, Jui-Chih, and Chen, Ming-Chin. 2004. An
empirical investigation of impacts of the imputation tax system on corporate
dividend payouts. Journal of Management, 21 (2): 257-277.)

Mg - 2008 - R - REHE -3 H4 H » A13 K » (Lin, Su-Ming. 2008. Public
opinion forum, Economic Daily News. March 4: A13.)

FSFPE 2 1999 » Fif & — ¥ i AR S A BER B ZBEET - MBEHFE - 31 B 6 B -
134-158 - (Ma, Hsiao-Hsuan. 1999. The impacts on corporate dividend policies
before and after the imputation tax system in Taiwan. Public Finance Review, 31
(6): 134-158.)

HABLERIRARE » 2009 » AL G 12 i FETT 1 P R B D5t 92 7% 1 M LE 2 Ji 1:F B 76 8 47 1 X
FERE AT 0 http://www.lawtw.com/article.php?template=article content&area
=free_browse&job id=150612&parent path=,1,2169,510,2131,&article
category id=2137&article id=79955 * = HHH : 201249 H 22 H - (Taxation

Administration, Ministry of Finance. 2009. Tax relief implemented in support

of the expiration of Statute for Upgrading Industries and amendments to

certain provisions of the Income Tax Act. http://www.lawtw.com/article.

php?template=article content&area=free browse&job id=150612&parent
path=,1,2169,510,2131,&article category id=2137&article id=79955. Accessed
Sep. 22, 2012.)

TRATAREL R 2 > 2006 » K EZEAEREA R RAER 29t — L B E
- EPEELRM 0 13 %5 2 H 1 153-179 ° (Ni, Yen-Sen, and Liao, Jung-Tsen.

58



EREERE F 20 £5 30

2006. The cost of debt and dividend policies of family firms: Empirical evidence
in companies listed in TSE. Journal of Management & Systems, 13 (2): 153-179.)

RS~ ERRZ ELMRISE 2008 RO ECEERINEL 10% ‘& | 2 AT 1S 5 1 22 F2 AT
S A ST R A N R 58 35 SR 2B @ if#Fam 0 47 F] - 61-88 - (Chang,
Wen-Ching, Wang, Jui-Chih, and Lin, Hung-Ru. 2008. The effect of additional
10% surtax on undistributed retained earnings upon the firm’s early adoption of
SFAS No. 35. International Journal of Accounting Studies, 47: 61-88.)

BRIETS » 2013 » BEFIEZEFSMMERRERES QT RHERR 28 - SERITER - 64
% 1 H§ : 84-99 - (Chen, Cheng-Fang. 2013. The impact of income tax rate
reduction on corporate dividend policy. Bank of Taiwan Quarterly, 64 (1): 84-99.)

W EFHL B AE - 2009 ¢ WM & —HI S S E AR R B W TE - P R i
17 % 2 8/ : 419-452 - (Tseng, Yee-Chy, and Wu, Tsing-Zai C. 2009. The effects
of the integrated income tax system on the corporate capital structure. Sun Yat-Sen
Management Review, 17 (2): 419-452.)

TEWE H ¥ > 2010 » BEERIROFRF A » FAWERIN - BiBFEEE 17% » EH #
4 H 24 H > A6 il ° (Economic Daily News. 2010. DPP version case review
expected to conclude next week and income tax rate cut to 17% pending second
reading. April 24: A6.)

SIS 0 2012 - B FYHET (FBL T ER 2 AR FIBOR Z E & BITL I REE R
AR ELERSC - 55 > 51 - (Deng, Chia-Wen. 2012. The effect of income
tax rate reduction on dividend policy. Unpublished master’s thesis of Department
of Accounting, National Cheng Kung University, Tainan, Taiwan.)

B RERE > 2005 - JEH g6 i E [0 e A1) 28 i s R B - @ dfdFam > 41 B 2 77-101  (Cheng,
Kuei-Hui. 2005. The effect of stock repurchases on dividend payouts.
International Journal of Accounting Studies, 41: 77-101.)

Allen, F., Bernardo, A. E., and Welch, 1. 2000. A theory of dividends based on tax clienteles.
The Journal of Finance, 55 (6): 2499-2536. doi: 10.1111/0022-1082.00298

Alli, K. L., Khan, A. Q., and Ramirez, G. G. 1993. Determinants of corporate dividend
policy: A factorial analysis. The Financial Review, 28 (4): 523-547. doi: 10.1111/
j-1540-6288.1993.tb01361.x

Alstadsater, A., and Fjerli, E. 2009. Neutral taxation of shareholder income? Corporate
responses to an announced dividend tax. International Tax and Public Finance,
16 (4): 571-604. doi: 10.1007/s10797-009-9107-2

Anderson, D. R., Sweeney, D. J., and Williams, T. A. 1999. Statistics for Business and

59



AL A — T IR e B R S AT R R A BT R

Economics (7th ed.). Cincinnati, OH: South Western College Pub.

Bolster, P. J., and Janjigian, V. 1991. Dividend policy and valuation effect of the Tax Reform
Act of 1986. National Tax Journal, 44 (4): 511-518.

Bradford, D. F. 1981. The incidence and allocation effects of a tax on corporate distributions.
Journal of Public Economics, 15 (1): 1-22. doi: 10.1016/0047-2727(81)90049-9

Brav, A., Graham, J. R., Harvey, C. R., and Michaely, R. 2008. Managerial response to the
May 2003 dividend tax cut. Financial Management, 37 (4): 611-624. doi:
10.1111/5.1755-053X.2008.00027.x

Brown, J. R., Liang, N., and Weisbenner, S. 2007. Executive financial incentives and payout
policy: Firm responses to the 2003 dividend tax cut. The Journal of Finance, 62
(4): 1935-1965. doi: 10.1111/j.1540-6261.2007.01261.x

Brown, K., and Sum, V. 2010. Determinants of dividend payments. International Journal of
Applied Accounting and Finance, 1 (1): 40-46.

Chetty, R., and Saez, E. 2005. Dividend taxes and corporate behavior: Evidence from the
2003 dividend tax cut. The Quarterly Journal of Economics, 120 (3): 791-833.
doi: 10.1093/qje/120.3.791

Crutchley, C. E., and Jensen, M. R. 1996. Changes in corporate debt policy: Information
asymmetry and agency factors. Managerial Finance, 22 (2): 1-15. doi: 10.1108/
eb018545

Fama, E. F., and French, K. R. 1998. Taxes, financing decisions, and firm value. The
Journal of Finance, 53 (3): 819-843. doi: 10.1111/0022-1082.00036

Grinstein, Y., and Michaely, R. 2005. Institutional holdings and payout policy. The Journal
of Finance, 60 (3): 1389-1426. doi: 10.1111/j.1540-6261.2005.00765.x

Harberger, A. C. 1962. The incidence of the corporation income tax. Journal of Political
Economy, 70 (3): 215-240. doi: 10.1086/258636

Howton, S., and Howton, S. 2006. The corporate response to the 2003 dividend tax cut.
Journal of Applied Finance, 16 (1): 62-71.

Kaserer, C., Rapp, M. S., and Trinchera, O. 2011. Payout policy, taxes, and corporate insiders:
Evidence from the German Tax Reform 2001. Working paper, Technische
Universitdt Miinchen Department of Financial Management and Capital Markets,
Munich, Germany.

King, M. A. 1974. Taxation and the cost of capital. The Review of Economic Studies, 41 (1):
21-35. doi: 10.2307/2296396

Korkeamaki, T., Liljeblom, E., and Pasternack, D. 2010. Tax reform and payout policy: Do

60



EREERE F 20 £5 30

shareholder clienteles or payout policy adjust?. Journal of Corporate Finance, 16
(4): 572-587. doi: 10.1016/j.jcorpfin.2009.12.003

Lakonishok, J., and Lev, B. 1987. Stock splits and stock dividends: Why, who, and
when?. The Journal of Finance, 42 (4): 913-932. doi: 10.1111/j.1540-6261.1987.
tb03919.x

Lasfer, M. A. 1996. Taxes and dividends: The UK evidence. Journal of Banking &
Finance, 20 (3): 455-472. doi: 10.1016/0378-4266(95)00012-7

Lintner, J. 1956. Distribution of incomes of corporations among dividends, retained earnings,
and taxes. The American Economic Review, 46 (2): 97-113.

Mitton, T. 2004. Corporate governance and dividend policy in emerging markets. Emerging
Markets Review, 5 (4): 409-426. doi: 10.1016/j.ememar.2004.05.003

Nam, J., Wang, J., and Zhang, G. 2010. The impact of the dividend tax cut and managerial
stock holdings on corporate dividend policy. Global Finance Journal, 21 (3):
275-292. doi: 10.1016/j.g£7.2010.09.005

Papaioannou, G. J., and Savarese, C. M. 1994. Corporate dividend policy response to the Tax
Reform Act of 1986. Financial Management, 23 (1): 56-63. doi: 10.2307/
3666056

Sterk, W. E., and Vandenberg, P. A. 1990. The market valuation of cash dividends and the tax
differential theory of dividend policy: A case revisited. The Financial Review, 25
(3): 441-455. doi: 10.1111/5.1540-6288.1990.tb00806.x

Wang, C. F., and Guo, Y. 2011. Do dividend tax cuts lead firms to increase dividends:
Evidence from China. China Journal of Accounting Research, 4 (4): 197-209.
doi: 10.1016/j.cjar.2010.06.001

61



R A G — 7 T SR I A R S AT A A J RER AT R

TEA ST
* FRIBR

BN EER S RS L - BRI R RS G R ER B Y - F
B R BUES T FE ~ BA 55 & 5t B ST R SR A ET » B2 70 am S 3 72X The International
Journal of Accounting * International Journal of Accounting and Information Management * &

atafam) ~ (hEEdEEtEf) -~ (EREEH -~ (ERVEETD -

FXE

BT ZEE AR Rt et L - BRI L S R RO SR E SR RS
EHRH - FEERESEARTTIG FEEE TR - S l0sm S 53RN The
International Journal of Accounting * International Journal of Accounting and Information
Management * Review of Quantitative Finance and Accounting ~ (ZRKEHHmHE) ~ (F
HrEsEerEm) o~ (BEER) - (EFHEST) - GIREHEHEZENR) - (hiEdgsEt
ST FWI -

ARSCHR R A e B R (L B AP R

*  E-mail: cclin@mail.nptu.edu.tw

62



