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An Empirical Study of Tax Cost of Cash Dividend

LUO Le1

(1. School of Accountancy, Shanghai University of Finance and Economics, Shanghai 200439, China)

Abstract:This paper analyzes the tax cost of cash dividend of China quantitatively using event study
approach. Personal income tax rate of cash dividend have been decreased by 50% on June 13 2005, so
how the decrease of personal tax rate influences the market value? This paper investigates the impact of



tax cost of cash dividend on stock price for a sample of Chinese listed firms which paid out the cash
dividend both in 2004 and 2005 after the cash dividend announcement. The results suggest a significant
improvement in the value relevance of tax savings of cash dividend. Furthermore, the higher cost of

equity capital of firms, the greater of the tax effect of cash dividend. Tax cost of the cash dividend is more
than 2% of current market value.

Keywords: cash dividend; value relevance; tax cost



