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Dividend Tax Cuts, Financial Market Heterogeneity and Corporate Capital Structure
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Abstract: Based on the dividend tax reform in 2005, this paper studies the impact of dividend tax rate change on capital
structure of listed companies in China. The study shows that dividend tax rate is positively related to corporate asset-liability
ratio in general. The policy of dividend tax cuts reduces corporate asset-liability ratio. However, the degree of the impact var-
ies according to the differences of financial markets’ commercialized level. The corporate asset-liability ratio changes are dif-
ferent in different dividend tax policies. Generally, the dividend tax rate change has a stronger impact on corporate capital
structure when the financial market’ commercialized level is higher whereas the dividend tax rate change has a weaker im-
pact on corporate capital structure when the financial market’ commercialized level is lower. Moreover, the degree of impact

that the policy of dividend tax cuts have on non state—owned enterprises is higher than that on state—owned enterprises. Final-

ly, the paper puts forward the corresponding policy recommendations.
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