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Foreign Stock Investment and

Firms’s Dividend Policy in Korea

Young-Hwan Kim™ - Sung-Chang Jung™* - Sun-Eae Chun***

abstract

As foreign investors’ share holdings in Korean firms have dramatically increased since 1998
following the financial deregulation on the limit of foreign stock investment, the concern over
the negative impacts the foreign investors would bring on the firms’ financial policy has been
growing too. Foreign investors were perceived to require the firms of excessive payments of cash
dividends sometimes with threat of hostile takeover trials detering the firm from investing its
cash flow in the physical facilities and RandD eroding their potential growth capabilities.

We examine the impact of foreign investment on the firms’ dividend policy using 234 listed
firms’ panel data over the sample periods of 1998 to 2005 employing various panel regression
methodology. Foreign shareholders are found not to be related or even negatively related to the
payout ratio(dividend/net income), but positively and statistically significantly related to the ratio
of cash dividends to book of asset, negatively to the dividend yields. Considering the payout ratio
is the most appropriate measure for the dividend payment, we can not support the arguments

that the foreign investors’ holdings have induced the excessive dividend level in Korean firms.

Keywords : Foreign Share Holdings, Agency Theory, Dividend Payment, Dynamic Panel Analysis,

Panel VAR
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