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Abstract - The purpose of this study is to investigate the market response of stock price to cash dividend announcement 
from 2011 to 2016 in Korean stock market. The empirical results of this study are as follows. First, in general, because 
dividend policy increases firms' substantial capital and has a close relationship with the investment policy, the dividend 
policies have a significant impact on firm value. In the results of this paper, we found that there is an announcement effect on 
dividends increase, also a positive (+) excess return is confirmed in dividend decrease and maintenance announcement. 
Second, in terms of the announcement effect of dividends, there are a signal hypothesis, hypothesis for reducing agent cost, 
and ‘bird in the hand’ hypothesis in view of high dividend preference. This study analyzed which hypothesis is more 
appropriate for accounting for the announcement effect among the three hypotheses. We divided all our sample into four 
groups depending on growth in sales, block-holders' ownership, firm-size and dividend yield as a proxy for signaling, 
principal-agent, firm-size and bird-in-the-hand hypotheses and we examined whether the cumulative excess returns differed 
for each group or not. Our results contradict the signaling and principal-agent hypotheses, which argue that management has 
an incentive to distribute information about the company's future profit to the market through dividend policy and the 
increase (decrease) in dividends leads to an increase in additional external borrowing, which makes the firm a strict 
monitoring target of the capital market and therefore plays a role in reducing agency costs. Contrastively, our results support 
the firm-size and bird-in-the-hand hypotheses.  
 
Keywords - Bird in the hand, Cash dividend, Event Study, Signaling Effect 
 
I. INTRODUCTION 
 
Dividend is the fact that a portion of the profits 
generated through business activities during a certain 
period of the business belong to the shareholders. 
Dividend policy is very important for investors and 
corporate or management in terms of returns on 
investment, and management policy such as stability 
of dividend, survival and growth of company. The 
effect of dividend policy on firm value can be divided 
into dividend irrelevance theory, high dividend 
preference theory, and low dividend preference 
theory. 
First, dividend-irrelevence theory was first proposed 
by Miller and Modigliani (1961). Since the capital 
market is a perfect market and the investor is rational, 
only the cash flow change through sales activities 
affects the stock price. However, there are many 
market imperfect factors such as information 
asymmetry, tax, and transaction cost in the real 
capital market, and many studies that considering 
these imperfection factors explain the effect of 
dividend on stock price in terms of high dividend 
preference theory(signaling, reduction of agent 
problems, future uncertainties) and low dividend 
preference (difference in tax rates, reduction of 
capital financing costs, improvement of financial 
structure). 
This study examines the stock price response 
according to cash dividend announcement using event 
study from the perspective of high dividend 
preference theory. The results of this study will 

contribute to test of market efficiency and the effect 
of cash dividend announcement on stock prices. 
According to traditional financial theory, corporate 
value is defined as the sum of the present value of 
cash flows generated in the future. In the dividend 
discount model, future cash flows are regarded as 
dividends. Therefore, the increase in dividends leads 
to an increase in corporate value, and the assumption 
is that the stock response will be different depending 
on dividend increase and decrease announcement. A 
representative hypothesis in terms of high dividend 
preference is the dividend signaling hypothesis that 
firms or managers have an incentive to indirectly 
communicate information about future profits of a 
firm to market participants through dividend policy 
(Lintner; 1956, Miller and Rock; 1985, Li and Zhao; 
2008, Park; 2003) Thus, the increase in dividends will 
serve as a positive signal to investors on the future 
profit of the company, which will lead to a rise in the 
share price.The second is that agency theory is used 
as a means to monitor the management performance 
of the manager, while high dividends lead to 
additional external borrowing of the firm, but strict 
monitoring of the corporation reduces the agency 
cost(Jensen; 1986, Lang and Litzenberger; 1989, 
Agrawal and Jayaraman; 1994, Jo; 1990, Kim and 
Lee; 2008, 2009, Jang and Yim; 2010).Finally, the 
bird in the hand hypothesis implies that the current 
profit is more valuable than the uncertain future 
profit. This is the theory that firms' dividend increases 
due to future uncertainties cause investors to lower 
the required returns to capitalize future dividends, 
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thereby raising share prices (Bhattacharya 
1979).Although many studies have examined various 
factors that affect dividend policy on firm value based 
on various theories, domestic previous studies are 
mainly focused on samples before 2000 or between 
2000 and 2010. Therefore, this study is the first step 
to retest the hypothesis of signaling, agency cost 
reduction, and bird in the hand in the recent cash 
dividend announcement from 2011 to 2016. 
The purpose of this study is to classify the stock price 
responses according to the announcement of each 
dividend change as the dividend change is compared 
with the previous year due to the characteristics of 
dividend. In order to test the signaling hypothesis, 
agency cost reduction hypothesis and bird in the hand 
hypothesis, the sales growth rate, block-holders' 
ownership, firm-size and dividend yield are set as a 
proxies for each hypothesis. For the test, we classify 
the whole sample into four subgroups and examine 
the cumulative excess returns for each group for cash 
dividend announcement.Finally, in addition to the 
sample classification test method, this study 
additionally performed a cross-sectional regression 
analysis. The explanatory variables are the sales 
growth rate, total assets profit ratio(EBIT/TA), ROE 
as a proxies of the signaling hypothesis and testing 
the agency cost hypothesis are used as variables for 
large shareholder(BO), leverage ratio, foreign 
ownership(FO). Also, to test the small firm effect, we 
use Book-to-Market value(B/M), Size, and dividend 
yield (DY) used as a proxy for the bird in the hand 
hypothesis. This implies that the results of this study 
are not limited to the interpretation of the effect on 
the single variable.The results of this study are 
expected to provide policy implications to the 
managers who execute corporate dividend policy and 
contribute to the investment strategy and decision 
making for individual and institutional investors. 
The composition of this study is as follows. In 
chapter 2, following the introduction of Chapter 1, we 
briefly review previous studies and present 
hypotheses of this study. Section 3 describes the 
research data used in the analysis and the research 
model used in the empirical analysis. Section 4 
describes the empirical analysis results, and finally 
Section 5 presents the conclusion of this study. 
 
II. THE HYPOTHESIS 
 
In this study, we first test the announcement effect of 
dividends and test the appropriateness of the 
signaling hypothesis, the agency cost reduction 
hypothesis, and the bird in the hand hypothesis in the 
next step. In general, it is reported that the dividend 
policy increases the actual capital to the company and 
has a close relationship with the investment policy, 
which has a considerable effect on the corporate 
value. In addition, Lee and Jung (1986) and other 
previous studies have found that cash dividend 
announcement affects corporate value positively. In 

this study, we expect cash dividend announcement to 
have a positive (+) effect on corporate value. we set 
[Hypothesis 1] and [Hypothesis 2] that If firm 
increases(decreases) cash dividend, corporate value 
will increase(decrease). 
[H1] : Since the cash dividend announcement affects 
the firm value positively, the market response for the 
firm that announce the cash dividend are positive 
[H2] : The firms with cash dividend increase 
announcement will have a positive (+) abnormal 
return, and the firm with dividend decrease 
announcement will have a negative (-) abnormal 
return. 
 
The next step is to classify each of the dividend 
increases, decreases, and maintenance 
announcements into four groups based on the sales 
growth rate, block-holders' ownership, firm-size and 
dividend yield, and analyze the cumulative abnormal 
returns for each group for cash dividend 
announcement. To test the three hypotheses 
mentioned in introduction above, the following 
hypothesis 3, hypothesis 4, and hypothesis 5 were set. 
 
[H3] : If the signaling hypothesis is appropriate, the 
abnormal returns of the groups with higher sales 
growth rates (Groups 3 and 4) will be higher than the 
abnormal returns of the groups with lower sales 
growth rates (Groups 1 and 2). 
[H4] : If the agency cost reduction hypothesis is 
appropriate, the abnormal return of the group with a 
low block-holders' ownership ratio (Group 1, 2) will 
generally be higher than the abnormal return rate of 
the group with high block-holders' ownership ratio. 
(Group 3, 4). 
[H5] : If the bird-in-the-hand hypothesis is 
appropriate, the abnormal return of the group with 
higher dividend yield (Group 3, 4) will generally be 
higher than the abnormal return of the group with 
lower dividend yield (Group 1, 2). 
 
III. THE DATA ANDMETHODOLOGYE 
 
3.1. DATA 
The purpose of this study is to examine the stock 
price response to cash dividend announcement in the 
Korean stock market. Although the announcement of 
cash dividends in Korea has been formally mandated 
since 2002, this study focuses on the lack of previous 
studies that reflect the recent changes in the 
perception of investors' dividends from the previous 
point of view. From 2011 to 2016 The sample size 
was 2,805, which satisfied the following conditions 
among the companies that announced cash dividends 
in the securities market. 
 
▸ In the case of non-financial companies(excluding 
stock dividend announcement) among companies that 
made cash dividends both before and after the 
announcement of dividend announcement(t) 
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▸The companies that can obtain the listed companies 
and the financial statement data continuously from 
the fiscal year –2, to estimate the sales growth rate, 
▸Excludes companies whose sales or profit or loss 
structure has changed by more than 30%, and which 
have increased or decreased by more than 10% of 
sales from the latest business year 
▸Excludes companies that have an impact on the 
corporate value of mergers, acquisitions, lawsuits, etc. 
during the announcement period 
 
<Table 1> The Sample Number of the firm which Announced 

Cash Dividends 

Year Increase Decrease No 
change Total 

2011 158 185 135 478 

2012 151 175 141 467 

2013 151 140 169 460 

2014 203 103 158 464 

2015 205 107 149 461 

2016 204 123 148 475 
Total 1,072 833 900 2,805 

 
<Table 1> shows the number of specimens that 
satisfy the above conditions by dividing the year from 
2011 to 2016. The total number of announcements of 
dividends increase is 1,072, the dividend decrease 
announcement is 833, announcement can be divided 
into 900 pieces. The sample selection criterion and 
the parameters for testing each hypothesis, such as 
dividend yield, write-in size, sales growth rate, 
foreign ownership ratio, debt ratio, and market-book 
value ratio, were collected from Fn-guide and 
KISVALUE database systems. 
 
3.2. METHODOLOGYE 
In this study, we used an event study to examine the 
effect of cash dividend announcement on stock price 
and conducted a regression analysis to increase the 
robustness of the test results. In the case study, before 
measuring the abnormal returns, the stock price 
change before and after the event date (cash dividend 
announcement date) should be separated into stock 
price changes by the market's overall pricing factors 
and stock price changes by cash dividend 
announcement. This study used a market model that 
is considered to be the strongest model because it can 
consider various market conditions in an abnormal 
return (Brown and Warner; 1985, Corrado; 2011). In 
the market model, the regression coefficient between 
the market returns and the return of individual 
companies is estimated using the least squares 
method (OLS). The period from the 10th day before 
the announcement date to the 10th day after the 
announcement date (-10, +10) and the estimation 
period to be used as a criterion to determine whether 

the stock price is abnormal is 140 days from 151 days 
before announcement to –11 days(-151, -11). 

   (1) 
 
In the equation (1), is the return of firm of cash 
dividend announcement at the time , is the 
composite stock price index of return at time , and 

are the coefficient of market model, and is the 
error term of stock at the time . 
 

  (2) 
 

   (3) 
 
After estimating the abnormal return of an individual 
firm by the market model, the average abnormal 
return (AAR) of the abnormal returns of the 
individual firms by the event period unit is obtained 
from equation (3). In addition, we can estimate the 
cumulative mean abnormal return by summing up the 
estimated average abnormal returns during the event 
period from Equation (4) and analyze the effect of the 
cash dividend announcement on the stock price 
through the cumulative average abnormal return. 
 

  (4) 
 
We conducted a t-test on the null hypothesis that 
there is no excess return on dividend announcement 
date. The test statistic assumes cross-sectional 
dependency. In addition, the test statistic for daily 
average excess return (AAR) and cumulative average 
excess return (CAAR) is as follows. Based on the 
result of the cumulative average abnormal return, 
whether the cash dividend announcement event 
affects the abnormal return The test is conducted 
according to the statistical significance test procedure. 
 

(5) 
 

(6) 
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Next, in this study, we conducted a cross-sectional 
regression analysis according to each dividend 
change in order to test the suitability of signaling 
hypothesis, agency cost reduction hypothesis and bird 
in the hand hypothesis. In this regression analysis, the 
dependent variable is the cumulative excess return of 
each period before and after the announcement date. 
The explanatory variables are substitution variables 
of the signal transfer hypothesis: sales growth 
(growth), operating profit to total assets ratio (EBIT / 
TA) (ROE) and proxy cost hypothesis test are used as 
variables for large shareholder (BO), debt ratio 
(Leverage), foreign ownership (FO), size of market as 
a substitute variable for firm size hypothesis test, 
Ratio (B / M), and finally dividend yield (DY) for 
bird in the hand hypothesis testing. 
 

 
 (7) 
where, and Size are defined as the natural log value 
of the total market capitalization of each firm. 
Growth is the sales growth rate during the second 
fiscal year before announcement, BO is the 
shareholding ratio of the major shareholder, DY is the 
dividend yield rate of the previous year's 
announcement, FO is foreign ownership, financial 
liquidity is defined as the Ratio of non-fixed assets to 
fixed assets. This study also tried to control different 
industry and year characteristics by adding industry 
dummy and year dummy. 
 
IV. THE RESULTS OF EMPIRICAL ANALYSIS 
 
4.1. The Results of Cash dividend disclosure effect 
test for each year 
In order to test whether cash dividend announcement 
have a significant effect on share prices, we 
conducted a sample of 2,805 firms that met the 
sample selection criterion among companies that 
announced cash dividends in the securities market 
from 2011 to 2016 We estimated the abnormal 
returns of the previous and the following period 
including the announcement date of the cash dividend 
and the announcement date. Since the cash dividend 
announcement event is divided into increase, 
decrease and maintenance announcement compared 
to the previous year, it is necessary to estimate the 
abnormal return by each situation, and considering 
the biased result of the specific year will affect the 
result of the whole sample, The results are presented 
in Table 3. 
 
<Table 3> Panel A presents the results of the 
abnormal return estimation for the entire cash 
dividend announcement without dividend increase or 

decrease. AAR, which is the mean abnormal return 
on the announcement of cash dividends (t), shows a 
positive average abnormal return on all yearly 
estimates except for 2016, but only 0.26% in 2011 
and 2015, 0.57%, 5% and 1%, respectively, and the 
average excess returns for 2012, 2013, 2014 and 2016 
are not significant. However, cumulative average 
abnormalities of cash dividend announcement days 
before and after 11 days (-5 to +5), 9 days (-4 to +4), 
7 days (-3 to +3), and 3 days (-1 to +1) The returns 
are significant for most periods except for 2013 and 
2016, and the cumulative average abnormal returns 
during periods t to + 1 and + 1 to +5 are also 
significant in 2014 and 2015 Reported. 
 
In detail, in order to examine the result of dividend 
increase / decrease compared to the previous year, 
cumulative average abnormal return is estimated by 
dividing the total dividend announcement by increase, 
decrease and maintenance according to the change of 
dividend, and the estimation result is presented in 
panels B, C and D respectively . In Panel B, the 
market reaction to the announcement of dividend 
increases is that, in the case of abnormal average 
abnormal returns, no returns exceeding the average 
market returns for any year except for 2015, , The 
average cumulative average abnormal return was 
confirmed even before and after most announcements. 
In addition, the market reaction to the announcement 
of the dividend reduction of the year-on-year panel C 
is not significant in the other years except for the year 
2015, as in the case of the dividend increase 
announcement. In 2016, (-) were confirmed, and 
different results were confirmed for each year. Finally, 
the market response to the announcement of the 
dividend maintenance announcement of Panel D is 
the same as the result of the total dividend 
announcement, with a significant positive (+) 
accumulation before and after most announcements 
except for 2011, 2013 and 2016 It is important to note 
that the average abnormal returns are reported, and in 
the case of dividend retained announcement, the year-
to-year variation appears to be much the same as the 
response to dividend increases and decreases. 
In conclusion, this study adopts Hypothesis 1 that 
cash dividend announcement will positively affect 
share price. However, Hypothesis 2 was rejected that 
positive abnormal returns on firms with cash 
dividends increased and negative abnormal returns on 
firms with lower dividends. 
 
This is not consistent with the finding that dividend 
increases(decrease) announcement in previous 
foreign studies are good(bad) news for share prices. 
However, it is consistent with some of the 
contradictory domestic studies that positive abnormal 
returns are observed in both dividend increase and 
decrease firms(Kim; 1989). 
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4.2. Signaling, agency costs, firm size, bird in the 
hand hypotheses 
In this study, we find that there is a announcement 
effect of cash dividend in the same way as the results 
of other previous studies. The announcement effect of 
dividend can be interpreted as signaling hypothesis 
and agent cost reduction hypothesis. The size effect 
hypothesis and the bird-in-the-hand hypothesis were 
added. 
 
The signaling theory of dividends means that firms or 
managers have incentives to increase dividends when 
they want to convey positive information to investors 
about future profits. If signaling theory is appropriate, 
there is a positive relationship between the abnormal 
return and the dividend change. In this study, we tried 
to test the signaling hypothesis by using the sample 
classification method. The sales growth rate is used 
as a proxy of profit and classified into four subgroups 
according to the sales growth rate and the cumulative 
average abnormal profit rate among the subgroups 
was measured. 
 
<Table 4> shows the result of verifying the signaling 
effect. The cumulative average abnormal return of the 
firms with the lowest growth rate(Quintile1) from -5 
days prior to the announcement of cash dividends to 
+5 days after the announcement was 1.02%, which 

was significant at the 5% significance level. 
However, no significant cumulative average 
abnormal returns were observed in estimates of -3 
days to +3 days, +1 days of -1, +1 days of 
announcement, and +5 days of + 1 day. 
 
It should be noted that the cumulative excess returns 
before and after the announcement date of Quintile 3, 
which is a large group with a large sales growth rate, 
are statistically significant, except for + 1 ~ + 5 after 
the announcement date. However, the cumulative 
excess return before and after the announcement date 
of Quintile 4 group, which has the highest sales 
growth rate, did not show a significant cumulative 
excess return in any period. Therefore, this analysis 
can not accurately confirm that the cumulative excess 
returns of firms with the highest profitability will be 
stronger because the positive information on profit is 
transmitted to investors. 
 
On the contrary, in the case of a company with a high 
growth rate, the decrease in dividend is considered to 
be an active investment, and even though it may serve 
as good news, the dividend decrease announcement 
shows a more significant result in the cumulative 
average abnormal return of the group The result of 
this hypothesis is rejected. 
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The second theory, which explains the information 
effect of dividends, argues that dividend policy can 
reduce agency costs between managers and 
shareholders. The increase (decrease) in dividends 
leads to an increase (decrease) in additional external 
borrowing, but this will result in firms being subject 
to rigorous monitoring of the capital market and thus 
reducing (increasing) agency costs. In this paper, we 
propose a model of dividend policy that can be used 
to explain the effect of dividend policy 
announcement. In this paper, we propose a model of 
dividend policy. The hypothesis that the shareholding 
ratio of the majority shareholder and the abnormal 
return rate will be negative (-) is tested. 
 
In this study, to test the agency effect hypothesis, the 
cumulative excess returns for each group were 
estimated by dividing the total sample into four 
subgroups according to the large shareholder stake. 
Table 5 shows the results of estimating cumulative 
excess returns for each group of each dividend 
announcement. First, in the case of Quintile 1, which 
has the largest shareholding ratio of the majority 
shareholder, the dividend increase rate of Panel A 
increases from 3 days (-1, +1), 0 to +1, (-1, +1), the 
date of announcement, and the date of announcement, 
as well as in the next subgroup (Quintile 2) A 
significant cumulative average abnormal return on the 
next business day (0, +1) was confirmed. 
 
However, in Quintile 3, which has a relatively large 
shareholding ratio, significant cumulative excess 
returns were found in some periods before and after 
the announcement date, but in the period after the 
announcement date and after the announcement date, 

it was found to be similar. Quintile 4 No significant 
excess return was found in any period. 
 
Panel B shows cumulative average abnormal returns 
for each group for dividend reduction announcement. 
The results of the dividend reduction announcement 
show that the cumulative average abnormal return for 
each period is similar to that of the dividend increase 
announcement. In the case of the dividend reduction 
event, the group with high shareholding ratio should 
have a high abnormal profit rate. This result shows 
that it is difficult to judge the difference clearly. 
 
However, in the test results of dividend maintenance 
announcement, the abnormal return of the group with 
a large shareholding ratio is high, which shows that, 
unlike the countries where the dividend decrease 
announcement effect affects the share price 
negatively, As a result of the positive (+) effect of 
announcement, we believe that different results are 
seen. In summary, in dividend increase 
announcement, there is a negative correlation 
between large shareholder ownership and share price 
response. In the case of dividend hold announcement, 
the group with high shareholder ownership is higher 
than the group with low cumulative return This is 
consistent with the hypothesis that firms with a low 
shareholding ratio have a positive effect on share 
prices because they will minimize agency costs 
through increased dividends. In other words, it is 
confirmed that there is a negative relationship 
between shareholder's ownership and dividend 
announcement. This is the result of partially 
supporting the agency cost reduction hypothesis as 
well as the results of some previous studies. 
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The third hypothesis to be examined in this study is 
the small size effect hypothesis, which means that the 
stock returns of small firms are consistently higher 
than those of large firms. Banz (1981) It is also 
referred to as the 'small business effect'. This small 
business effect is mainly attributed to the errors that 
may occur when calculating the average return, the 
transaction cost, the problem of beta estimation, the 
lack of information on small companies, The study 
shows that the smaller the firm size, the greater the 
total return or risk adjusted return. 
 
In other words, dividend announcement is a process 
in which information contained in the dividend policy 
is transmitted to external investors. Information stock 
imbalance is more severe because small scale firms 
have insufficient analysts to analyze and fewer 
opportunities for information transmission. Therefore, 
in this study, we tried to test the firm size effect based 
on the theory that even if the same dividend 
announcement is made, the amount of information 
delivered to investors will vary, In order to test the 
size effect, we classify each dividend change (rise, 
fall, maintenance) companies into four groups based 
on the market capitalization (SIZE) of companies and 
examine the cumulative excess returns by each group. 
If the firm size hypothesis is valid, the stock price 
response will be more significant for the companies 
with small size group in dividend announcement, and 
therefore, there is a negative relationship between the 

size of firms and the excess returns. 
Table 6 shows the results of cumulative excess 
returns for each group by dividing dividend 
announcement companies into four subgroups: 
dividend change (dividend increase, decrease, 
maintenance). First, Panel A reveals that dividend 
increase announcements show significant cumulative 
excess returns before and after almost all 
announcement days in a small group (Quintile 1, 2), 
but large firms (Quintile 3, 4), it is estimated that the 
excess returns (+) over the entire period before and 
after the announcement, and even the negative return 
(-) over the specific period. 
 
This is supported by the hypothesis that the smaller 
the size of the firm, the greater the information 
asymmetry and the larger the dividend increase 
announcement. In addition, Panel B and C show the 
results of the analysis of cumulative excess returns 
for each group for dividend reduction and 
maintenance announcement cases. As with the results 
of the previous dividend increase announcement, the 
cumulative excess return on the group of small firms 
(Quintile 1, 2) generally decreased in dividend 
reduction and maintenance announcements compared 
to the large group (Quintile 3, 4) Respectively. Based 
on these results, it can be concluded that there is a 
strong effect of the stock price response and the effect 
of the firm size effect on the cash dividend 
announcement. 
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Theories of signal transmission, agent theory, and 
firm size theory are the most representative 
explanatory theories that affect dividend policy. 
However, in recent studies, some new theories are 
presented in the hand, and in previous foreign studies, 
it is expressed as 'Bird in the hand'. This theory is a 
theory that, from the perspective of behavioral 
finance, investors prefer cash, that is, dividend 
income, rather than uncertain capital income, like the 
proverb "A bird in a hand is better than two birds in 
the forest". The reason for this is that even if a 
company holds a certain period of profits and records 
a high ROE, it is doubtful whether investors will be 
expected and can be realized. In this study, for the 
new hypothesis test of the hand, we classified the 
group into four subgroups based on the dividend 
yield, and the cumulative average abnormal return for 
each group was examined. 
The results of the cumulative excess returns for each 
group for the announcement of dividend increase in 
Panel A of Table 7 are as follows. In the group with 
the lowest dividend yield of the previous year 
(Quintile 1, 2) (+) And (-), and the negative abnormal 
returns (-) in the specific period (-5 ~ + 5, 0 ~ + 1, + 1 
~ + 5) However, in the response of groups with high 
dividend yields (Quintile 3, 4), significant cumulative 
excess returns before and after the announcement of 
dividends were observed, especially in the group of 
companies with the largest dividend yields (Quintile 
4) Term cumulative excess returns are statistically 
significant (+) and significance is highest. 
Panel B, which presented the results of the dividend 
reduction announcement in the future, did not find 
any significant excess returns in any segment as in 
the case of the dividend increase announcement for 

the group with the lowest dividend yield. However, in 
Groups 2 and 3, which had higher dividend yields in 
the previous year, significant excess returns were 
seen in some periods before and after the 
announcement, and Group 4, which had the highest 
dividend yield, have. 
Panel B, which presented the results of the dividend 
reduction announcement, found no significant excess 
returns for any group with the lowest dividend yield 
as in the case of dividend increase announcement. 
However, in groups 2 and 3, which had the highest 
dividend yields in the previous year, significant 
excess returns were found in some of the days before 
and after the announcement. In Group 4, which has 
the highest dividend yield, it can be confirmed that 
the response is significant in most periods. 
Finally, Panel C shows the excess returns by each 
group for dividend maintenance announcement. In 
the group with the lowest dividend yield, negative (-) 
excess returns are shown in all periods before and 
after the announcement, The high group showed 
significant positive (+) excess returns at the 1% level 
and a very strong significance was found at 1.13% 
and 0.88% immediately before and immediately after 
the announcement (-1 to + 1, 0 to + 1). 
In sum, there is a positive relationship between the 
dividend yield and the excess return in dividend 
announcement, which means that investors prefer 
immediate cash generated from dividends rather than 
future capital gains, The same announcement would 
strongly respond to firms with high expected 
dividend yields. In particular, the stronger share price 
response in the maintenance announcement compared 
to the rise and fall in dividends is attributable to the 
preference of investors to maintain dividends rather 
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than increase or decrease, And worries about negative 
signals from the company. This suggests that the 
company would prefer to keep dividend changes the 
same as the previous year. 
 
4.3. The Results of Multivariate Regression 
In the previous analysis, the cumulative excess return 
on cash dividend announcement was measured 
through the case study method. In order to test the 
signal transfer hypothesis, the proxy hypothesis, the 
firm size hypothesis, and the bird in the hand 
hypothesis, the sales growth rate, Based on the size of 
the company and the dividend yield, we divide the 
results into four subgroups, and identify the 
difference in cumulative excess returns for each 
group. As a result of the analysis, it was revealed that 
the agency cost hypothesis, the corporate size 
hypothesis, and the new hypothesis of the hand were 
found to explain the effect of the dividend policy on 
the stock price and the signaling hypothesis was 
rejected. 
For more accurate analysis, this section reaffirms the 
previous theory using multiple regression analysis. In 
this analysis, the dependent variable is the cumulative 
excess return of each period before and after the 
announcement, and the explanatory variables are the 
sales growth rate, EBIT / TA (t), financial liquidity 
(t), ROE (t) (T), foreign ownership (t), and the 
market-to-book value ratio (B / M) as substitution 
variables for firm size hypothesis testing ), And the 
dividend yield (t-1) for the new hypothesis test of the 
hand. Finally, the regression analysis model is based 
on Eq. (7). 
Table 7 shows the results of the regression analysis 
between the dividend policy and the cumulative 
excess returns of each dividend change 
announcement and many explanatory variables. In 
this analysis, both the analysis of dividend 
announcement and the analysis of each dividend 
change were conducted, and the industry and the year 
pile were added to the model. First, there are four 
different variables such as sales growth rate, EBIT / 
TA (t), financial liquidity (t), and ROE (t) as 
substitution variables to test signal distribution 
theory. As a result of analysis based on explanatory 
variables, sales growth rate showed a positive (+) 
value, but no significant explanatory power was 
shown. 
In addition, the ratio of operating profit to total assets, 
financial liquidity, and ROE are negative in some 
periods before and after the announcement date, and 
there is a significant relationship only in the 
cumulative excess return of some periods. Since the 
results of the analysis can be different depending on 
the change of dividend (increase, decrease, 
maintenance), the results of the analysis are derived 
by using the dependent variable and the explanatory 
variable of dividend increase, decrease and retention. 
The results of the analysis show that the relationship 
between the cumulative excess returns before and 

after each announcement and the sales growth rate, 
EBIT / TA (t), financial liquidity (t) and ROE (t) The 
relationship between the explanatory variables related 
to profit and the excess return is positive (+) because 
there is an incentive for the firm to transfer the 
internal information of profit to the outside through 
the dividend policy The results of the cumulative 
excess returns of this study suggest that the signaling 
theory hypothesis is consistent with the results of a 
number of previous studies that have been 
rejected(Eades; 1982, Glullon, Nichaely, 
Swaminathan ; 2002). Second, in this study, to test 
the agency cost hypothesis, we set the large 
shareholder stake, the debt ratio (t), and the foreign 
ownership ratio (t) as explanatory variables and 
examine the effect on the cumulative excess return 
before and after dividend saw. As a result of the 
analysis, the major shareholder 's stake is significant 
only in the periods before and after the announcement 
of holding and dividend announcement (-3, +3) and 
after the announcement of dividend (+1, +5) except 
dividend increase and decrease. And a positive (-) 
relationship was found unlike the previous 
cumulative excess return analysis. In addition, we can 
confirm that there is negative (-) relationship between 
the cumulative excess return of each period in the 
case of foreign ownership, but it is not statistically 
significant. In the case of debt ratio, And there is no 
significance in dividend increase, decrease, and total 
announcement. The results of this study are as 
follows. First, the results of this study are as follows. 
First, it is important to note that foreign investors are 
more likely to invest in dividends than foreign 
investors. The effect of positive (+) effect on 
dividend payout is similar to that of retained 
announcement. 
Third, in order to test the firm size hypothesis, we 
analyzed the relationship between the market 
capitalization and the cumulative excess return using 
B / M. As a result, the market capitalization and B / 
And the firm size hypothesis was also rejected. 
Finally, we examine the impact of the previous year's 
dividend yield on cumulative excess returns to test 
the birds in the hand. In this analysis, it was found 
that the dividend yield in the total dividend 
announcement affects the cumulative excess returns 
before and after the announcement date, and 
especially affects the cumulative excess returns of the 
dividend maintenance announcement companies. 
In summary, in this regression analysis, only the new 
hypothesis of the hand is supported among the signal 
hypothesis, agency cost hypothesis, firm size 
hypothesis, and bird in the hand hypothesis. 
Especially, May suggest that they do not prefer 
changes such as an increase or a decrease in 
dividends. The reason for this is that the increase in 
dividends is considered to be a slowing of growth for 
investors due to the reduction of in-house reserves of 
investment companies and the increase of income tax 
on dividend income. On the contrary, the decline in 
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dividends can be expected to stimulate growth of 
companies, but most of them are perceived as 

negative signals of companies. 

 
 

 
 
CONCLUSIONS 
 
This study examines the efficiency of the market for 
dividend announcement by re-examining the signal 
distribution hypothesis, the agency cost reduction 

hypothesis and the new hypothesis of hand in the 
recent cash dividend announcement from 2011 to 
2016, Of the stock price. The empirical results of this 
study are as follows. 
First, in general, it is reported that dividend policy 
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has a substantial effect on firm value because it has a 
substantial relationship with the investment policy 
side, which increases the actual capital to the firm. 
Similarly, in the analysis results of this study, , And 
dividend reduction and retained earnings were also 
positive (+) excess returns. Second, in order to judge 
the appropriateness of each hypothesis explaining the 
announcement effect of dividends, the market 
reaction of the group with high sales growth rate, 
large shareholding ratio, and high dividend yield 
should be stronger. The results of the regression 
analysis of the industry and the yearly pile showed 
that only the dividend yield of the previous year was 
higher than that of the other period We find that it has 
a significant effect on the cumulative excess return. 
This fact suggests that policy management implies 
policy executives who pay dividends, investment 
profitability to investors in capital markets, and that 
the balance between growth and distribution through 
dividends is important, This study focuses on the 
effects of dividend signaling or agency cost reduction 
in a number of studies. However, in this study, the 
new hypothesis of hand is added and the results are 
verified to provide significant implications. 
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