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ABSTRACT

Dividend policy of listed firms can significantly improve sharehold-
er wealth in Chinese A security market, which is separate equity and
concentrative. Existing literatures on dividend policy mostly study in-
formational effect, lessening agent cost, and influencing factors of cash
dividend. Little literature analyzes cash dividend and stock dividend to-
gether. Aiming at the shortage of research at preselnt, this paper builds
model and carry out empirical analyses on the shareholder wealth effec-
tion of dividend policy in Chinese A security market. It checks up the
shareholder wealth effection of cash dividend and stock dividend, and
proves whether dividend policy can satisfy sustainable growth, and in-
vestigates how super managers influence dividend decision by question-
naire, and builds dividend model after equity reform in Chinese A se-
curity market. The main contributions of this paper are as follow:

(1) We build basic relationship model of dividend policy and
shareholder wealth in separate equity security market, and prove that
dividend policy can significantly improves shareholder wealth. Based
on Tirole’s entrepreneur moral hazard model (2001 ), importing divi-
dend policy as an observable variable, we prove that paying out cash
dividend can improve blockholders’ wealth, while small shareholder
wealth is still stable in a signal blockholder corporation. The block-
holder and small shareholders can get more wealth by paying out stock
dividend. In a two or more blockholders corporation, paying out cash
* dividend can improve blockholders and small shareholder wealth at the

same time. Blockholders’ wealth will be still stable, and small share-
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holder wealth will be higher when the corporation pays out stock divi-
dend. In separate equity security market, to all corporations, cash div-
idend can improve non-tradable blockholders’ wealth, and stock divi-
dend can improve tradable shareholder wealth. Dividend policy takes
on significant shareholder wealth effect.

(2) The paper tests empirically the shareholder wealth effect of
cash dividend and stock dividend. Aiming to the shortage of existing
literatures which mostly study cash dividend, the paper studies cash
dividend and stock dividend together, and test empirically the share-
holder wealth effect of cash dividend and stock dividend by 1993 ~
2005 data of listed corporations in Chinese A security market. We dis-
cover that cash dividend ratio and next profitability, development abili-
ty are significantly negative correlative. Cash dividend can help non-
tradable shareholders to gain high yield rate. Non-tradable shareholders
prefer cash dividend. Stock dividend can bring short yield rate to trad-
able shareholders in ex-day, a week after ex-day, declare day to ex-
day. Tradable shareholders prefer stock dividend.

(3) Basing on sustainable growth theory, we discover that dividend
policy lapses from sustainable growth of corporations. We use Higgins stat-
ic model and Van Horne dynamic model as sustainable growth rate
(SGR), and choose 3877 samples, which only pay out cash dividend, and
690 other samples, which only pay out stock dividend in 1995 —2005. We
use SP, which is actual growth rate minus SGR, as research variable. We
discover that cash dividend is not comrelative with SGR, and the level of
cash dividend and the demand degree for cash of SGR are not correlative.
There is a high correlation between stock dividend and SGR. Listed com-
panies pay out stock dividend basing on their development.

(4) Basing on questionnaire research of dividend policy will, we

discover that there is a positive correlation between shareholder wealth
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effect and dividend decision. We investigated the purpose of why super
managers pay out dividends from May to December in 2006. Basing on
trust degree and valid degree of questionnaires, we analyze data by
Structural Equation Modeling (SEM) , test theoretic model by LISREL
8. 70 software. The Goodness of Fit Index (GFI) is good, which show
that theoretic model fit actual data as a whole. According to test result,
dividend policy influencing firms’ value, dividend policy sending infor-
mation to shareholders, shareholder wealth effect are positive correla-
tive with dividend decision. Higher dividend policy influences firms’
value, more super managers pay attention to its effect in dividend deci-
sion. More dividend policy send information, more super managers pay
attention to its effect in dividend decision. Higher shareholder wealth
effect is, more it influence dividend decision of super managers. They
are not desirous to reduce agent cost by paying out dividend.

(5) Basing on equity structure characters of listed firms after equity
reform, we build double principal-agent relationships model of dividend
policy, and prove that cash dividend can reduce agent cost by importing
it into inspiring bargains. Though non-tradable shareholders will achieve
their tradable right after the equity reform, but listed companies with
centralized ownership have double principal-agent relationships between
blockholders-managers and small shareholders-blockholders in Chinese
security market. For blockholders-managers relationships, we prove that
cash dividend can reduce total agent cost by importing it into inspiring
bargain with the biggest blockholder. Higher blockholders have share
rate, more firms’ value is. Blockholders don’t supervise managers and
deprive small shareholder interest when they gain less interest in super-
vising managers. For small shareholders-blockholders relationships, cash
dividend can reduce agent cost and raise inspiring degree to super man-

agers by importing it into inspiring bargain.
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