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The Differential Effects of Cash Dividend and Stock
Dividends on the Firm Valuation

Sung-Yong, Ryu* - Dong-Chool, Kim**

Abstract

The purpose of this study is to examine the differential influences of cash dividends and stock
dividends on the firm valuation. Cash dividends are firm's cash outflows but stock dividends are
not. If individual investors recognize that dividend revenues are taxed. they will value paid-in
capital and retained earnings differently.

The results from testing the hypotheses indicate that individual investors value cash dividends
after dividend taxes but do not value stock dividends after dividend taxes. This suggests that
non-taxing of capital gains provides tax shelters to individual investors and investors prefer
retained earnings to be converted as paid-in capital rather than to be paid as cash dividends.

* Instructor of Hong-Tk University.
**+ Assistant Professor of Yeong-Dong junior College.



