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The Effect of Changes in Taxes Policy on Equity
Prices: Adjustment Effect of Corporate
Governance

Yu-Shan Wei~ Chun-Huang Liao™

Abstract: Tax levy directly affects the returns on equity investment and company’s
future cash flows, resulting in a significant impact on the capital markets within a short
run. Corporate governance is one of determinant factors to the way on how tax levy
affects the shareholders’ interests and company’s share price. By introducing corporate
governance into the issue on market reaction of tax policy changes, this paper, using the
event study, aims to explore abnormal returns of share prices caused by luxury tax
declaration with a discussion of how the role corporate governance plays and its
moderated effects on abnormal stock returns. The empirical findings show that, during
the event period of luxury tax declaration, the share prices of companies in the
construction industry are significantly negative against the cumulative abnormal returns,
while the companies with better corporate governance demonstrate smaller negative
impacts. The results further suggest that the shareholding ratio of managers moderates the
relationship between tax policy changes and the cumulated abnormal returns of share
prices. It is suggested that corporate governance mitigates the adverse impact of luxury
tax declaration on share prices and plays a role of share stabilization. Thus, it is
recommended that the company with the sound mechanism of corporate governance is a
haven for investments when investors confront the unexpected shocks in the stock

market.
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%5 gt

DIE ) E B E Tio#k #£EX BAE “ R
CAAR 12.481 -11.183  1.297 -4.625 2969 0264 -0.538
ACAR 9360 -8.388  0.973 -3.469 2227 0264 -0.538
SIZE 4.124 13.824 17.947 15.874 1.080 -0.149 -0.819
INV 6.857 10918 17.775 15.024  1.584 -0.433 -0.635
ROE 51.910 -9.603 42308 11.767 10.156  0.650  1.107
PROXYQ 2223 5464 7.687 6.548 0476 -0247  0.245
LIQUIDITY 4440 2278 2162  0.567 1.015 -0982  0.986
CEODUAL 1.000  0.000 1.000 0342 0475 0.679 -1.591
BSIZE 0944 1946 2.890 2.147 0206 1385  2.499
OUTSIDER 0.875 0.000 0875 0376 0217 0283 -0.565
INSTITUTE 2192 2277 4469  3.659 0509 -0.707  0.385
MANAGER 4970  0.000 4970 0.692 1.110 2379  5.643
LARGEHOLDING ~ 2.025 2.027 4051 3.177 0433 -0268 -0.193
DEV 0.743  0.000 0743 0.112 0.191 2136  3.791
oot AEGE ORI RF RSP o

%26 B¥EFEMF T (2 Garch #3] w3

EANERT) T - AR EARCR N A N R
B ¥ app ARI(-1)  ARI(0) ARI(+1)  AR2(-1)  AR2(0)  AR2(+1)
Tia 211547 21,683 -0.052 04167 -3.023"" -1.395™
# Ak 49 49 49 49 49 49
R 1.624 1.899 1.218 1.628 2.893 1.603
t-ratio (-4.975) (-6.205) (-0.297)  (-1.787)  (-7.316) (-6.093)
TR e <0 <0 <0 <0 <0 <0
EARERT) - ANE N :F I < S s W= TiEe N E
B AR3(-D) AR3(0)  AR3(+1)  AR4(-1)  AR4(0)  AR4(+1)
T o 209737 2324377 2167277 -04747  -0.396"  0.607
# Ak 49 49 49 49 49 49
e 1.000 2059 2413 1.404 1.794 1.881
t-ratio (-6.812) (-11.027) (-4.850)  (-2.364)  (-1.546) (2.260)
FpH S e <0 <0 <0 <0 <0 <0

AR 109% R E kg ST

d& 67 2Ei
Vriﬁiii’fik;lﬁﬁ49?\aim

7 SUMERE T AT 1% FKE o
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£7 BA&EPF T (2 White 53 83+)

£ty T B TR B E A R p R Rk
B¥AFF ARI(-1)  ARI(0) ARI(+1)  AR2(-1)  AR2(0) AR2(+1)
T paE -1.2257° <1701 -0.103 04657 -3.09577 15017
A 49 49 49 49 49 49
e 1.615 1.908 1.239 1.605 2.851 1.607
t-ratio (-5.309)  (-6.240)  (-0.580)  (-2.029)  (-7.601)  (-6.542)
P e <0 <0 <0 <0 <0 <0
AR EARCIEN F <L A i W T e L pNE

B ¥ 4FF AR3(-1)  AR3(0) AR3(+1)  AR4(-1)  AR4(0) AR4(+1)
T o 2106577 -3.3027  -1.678""  -0.579"  -0.456" 0.615
A 49 49 49 49 49 49
HEL 0.969 2.037 2.462 1.419 1.795 1.890
t-ratio (-7.693)  (-11.348)  (-4.771)  (-2.857)  (-1.780)  (2.278)
B H A e <0 <0 <0 <0 <0 <0
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%8 RAPTHREAFEMF th (4 Garch #3 F3+)

- - Ei2z EANER S r BE 2R
Bt e i

AAR AAR AAR AAR CAAR
TiaE 209637 -1.61277 -1.962""  -0.088  -4.625
k¥ 49 49 49 49 49
L 0.806 1.308 1.372 0.836 2.969
t-ratio (-8.365)  (-8.622) (-10.011) (-0.734)  (-10.902)
FEH e <0 <0 <0 <0 <0

A Y T IR T TNy R

» faie jF 3] (Model 1-Model 6) & /4834 | ff T30 R ¥ fF 2 R 7] > &k
E k94T o
B A Model | £FHEF@)F > "I HREEFPL O LAF IO AP -
d Model 1 %% @ #A B F ® A &1 R Square &5 0.609 > = 2 R4 (SIZE)
#F PROXYQ 2 22 GBI5L f I ¥ CAAR % 3 ¥ 34 - d
T bR ARFEH S O RN < = PROXYQ 2 ind b g § SO E ’.}_% % i
T2 oo Eg e
Model 2 % 7 # % (9)5% > 2£ f Model 1> I 4x1¢ K ;‘i&f}ﬁ‘ o H F & 10.385
Fo 77 PV BEF 3 B {8 R Square ¢ Model 1 2. 0.609 #% % 7] 0.701° ® 3 & {& R Square
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290 RATHRFEPRT

Dependent Variables:

CAAR
Model 1 Model 2 Model 3 Model4 Model 5 Model 6

Intercept

30.926° 30.542°" 25.339 26.967°" 26.791°7" 26.594™"
(4317) (4431) (3.817) (4.18)  (4.516) (4.628)

Step 1: Control Variables

SIZE -1.389™" -0.88"  -1.13277 -0.641  -0.907" -0.987"
(-3.195) (-1.826) (-2.845) (-1.416) (-2.129) (-2.378)
INV -0.083  -0.239  -0.025 -0.268  0.12 0.207
(-0.3)  (-0.817) (-0.098) (-0.998) (0.427) (0.752)
ROE 0.011  0.024  0.009  0.007 0.019  0.017
(0.361)  (0.805) (0.306) (0.245) (0.75)  (0.706)
PROXYQ -1.79377 <1514 -1.75777 -1.716 -2.0267 -1.877
(-2.883) (-2.316) (-3.146) (-3.185) (-3.998) (-3.776)
LIQUIDITY 111477 2152677 -1.37577 -1.41777 -1.5287 -1.33277

(-3.772) (-4.803) (-4.981) (-5.306) (-6.151) (-5.088)

Step 2: Independent variables

CEODUAL -0.6
(-1.127)
BSIZE -2.954" 2.826" 2524 -2.978"
(-2.037) (-2.038) (-1.973) (-2.361)
OUTSIDER -0.274
(-0.208)
INSTITUTE 0.314
(0.496)
MANAGER 0.849"" 0.792"" 0.938" 9.4917" 1299
(3.328) (3.376) (3.953) (3.226) (3.834)
LARGEHOLDING -0.732
(-1.045)
DEV 1.268
(0.883)
Step 3: Interaction
MANAGER*INV -0.605"" -0.81""
(-2.915) (-3.554)
MANAGER*LIQUIDITY -0.597"
(-1.909)
Model Fit
R Square 0.650 0776  0.725  0.750  0.794  0.811
Adjusted R Square 0.609 0.701 0.685 0.707 0.752 0.768
F Statistic 15.957°" 10.385 18.413™ 17.562"" 19.240"" 18.637""
AF 15.9577" 2.8937  11.399™ 4.155" 8.499™ 3.642°

e

OP #3 %7 ¢4 2E - Model | #4 % F24] %# > 3 23038 » % - Model 2 54 f Model 1 2 {4 ¢
PR ;“%&frj‘%‘" BH PR RE O PSR He 3 2 ¥%E » 2 cModel 3 3 Model 4 77 5 4f 5 Model
L2 Fp R e G > % 2 e Ry eedriE A aw g ik > P NE R F 2 0 PRI R % - Model 5 3
Model 6 B & 2 4§ Model 4 z_ 15 2 Fg & i‘*lfiﬁ?’ . Model 4 3£ TR F2. 2 7o B RH2 18 & =1
Boacl LRI ERY EH e FS 2 o i T F 2 LR R R F Statistic 5 WA 2 M F L
¥ T AF % Adjusted R Square st ¥ £ 2 BFR R T o ¥ M L R EFEFFET 43
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ﬂﬁﬂ#ﬁw:ﬁﬁﬁﬁ%ﬁvw&’,”ﬁfﬁ 2 Bk e
Model 3 ¥ Model 4 3 % Model 1 2_ 15 » &% = P& %is&&ﬁ?“ K- RAIENE L

B FrTEHREES E WE TR EFZ O o RFH D BE T F B4
518413 &2 17.562 > % 7w #s“ B ¥ > ¥ A 1S R Square 2. F 2% § th TEAF & 5
5 11.399 &2 4155 7355 ¥ - m Model 4 2_ 34 % (¢ R Square & 0.707 $# Model 3
0.685 L & o7t o wfFihlcz FPES  LARELTEFAARS 2 13
WP 2 ) o P4 G AFRVLGARB 2 VI FFERLOL L G
e 3 W

51 > A8 7 %< Baron and Kenny (1986)# * F¥ & 3%3 Ep;éa\%‘r ( Hierarchical
Regression) » Al & F i dc RS T HGN Y LEH R GFRA S 2P0
TWFIE U E FEBPE N TN H LRI LR D PRI § otk o
7 97 Model 5 22 Model 6 5 # Model 4 2_ 15 » &% = FF & @ fFe el R Ik
d 2% 174> Model 5 ¥ Model 6 2. F 54 %] 5 19.24 22 18.637 » 4 T - & % » ¥
A KE1S R Square 2. F % & & TEAF & %] 5 8499 22 3,642 325 ¥ >  Model
5 22 Model 6 2. R Square 2 Model 1-4 5 & > @ Model 6 2. 3% # & R Square & {
#BI 0768 F A BRHEMAP 2K oot r 27 pEE FERM 2K
oo RBNEFRERA R o Mo Ao r AR FI AL B2 Thdkd
Model 2 2. 0.849 3£ % $1 12,99 » E A E I w B (5> L T A7 2 P inTLfid 2 & %
AFTER AFPRE o d AR AR R FELEE T G A
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3R (cumulated abnormal return, CAR) » T 35w B E 2 2. CAR T i¥ ACAR » " ¥
BFF Aoy o) ATk 2 1% Ey:ﬁf}\ B TH T o wH# Model 1 2 Model 6 2_ % #F & 71
Faa®xFRa2 1047 od & 107 2 fFHt g2 & 2w 2 t B2 FE
B> HEpB L 0Bk 27322 R FFE 3 A

T~ SmEE®

BT AT B S PR E S A KA T o AR fiRE B8
LT & i%%mﬁmﬁ’@wﬁﬁaﬁﬁﬂiﬂ%éiﬁ«m®§°
Y IR RE I E NG AL F ORI - R ki g
E0 A2 o i P Bl 2 75252 & (Desai and Dharmapala
2007) c #7040 F FORrE R W ATOMRAL 0 HIT A P 2 PRI KT g E o AR
Fx AP TR AL RO EFAREBEARFT AL &R 32%25@11}1 o rﬂfh A
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;%Effé v R OF IR FAERITKRRE > 2P 2 fFEFE 2P0
FARPI2Z B3 PRI D gtk R Tk ﬁ%défmﬂ%&#’ﬂfﬁ%o
FRAFRFEFORLFTEHF > 393 ﬁ\ﬂ%pﬂ%imﬁ
BEFEP FraefrloRdbmd R PFLEO TR A
o WA LR D BT R0 P A KR A ﬁ PRI TR
*F #2 % & MacAulay et al. (2009)2_ % 3 4p % o
EEEFPEAREAVRPLMIE S 5 FE S %cﬁ:ﬁ B LR 2 F
AL et @i F Q (P & f 2 ) ¥ R A %éiﬁ%wg@
BAAR o Bor BB ch2 P s B Rg R R QRS P P X Tk
ek 3R B B o
dom ATiE e o FUSIRARBE 2 B 'R F]1 S« R O L 3R pY 1 %] % (Cremers and Nair,
2005) ¢ jpTERAF O F 0 IR e H EhiE > XL FM TR E (Gompers et
al., 2003; Bhat et al., 2006; Autore etal., 2009) - K F ¥ § Flt k5 F L B % FRNE
#i)ﬁ:i‘ﬁi_‘ v AL L ﬂ#’ﬁ?ﬁ’”ﬁi"°z\'ﬁﬁi§*ﬁ;ﬁ—ﬁ“"ﬁig‘ﬁ{ﬁ
i%%ﬁfvghsiix VAT AR o RS PTG o T ﬁw&%
BRI LDE e R o B OB R FREFEEAFR T AR
SR B A S 0 Ko & Jensen and Meckling (1976)#% 91 én T 1 & feac B | o
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Dependent ACAR

Variables: Model1 Model2 Model3 Model 4 Model 5 Model 6

Hokok kokok sk ok

23.194"" 22907 19.004™" 20.225""  20.093™°  19.946

sk ok

Intercept (4317)  (4.431) (3.817) (4.180)  (4.516)  (4.628)
Step 1: Control Variables
SIZE -1.042" -0.660° -0.849""  -0.481 -0.680"  -0.740"
(-3.195)  (-1.826) (-2.845)  (-1.416)  (-2.129)  (-2.379)
INV -0.062  -0.179  -0.018 -0.201 0.090 0.155
(-0.300) (-0.817) (-0.098)  (-0.998)  (0.427)  (0.752)
ROE 0.008 0.018 0.006 0.005 0.014 0.013
(0.361)  (0.805)  (0.306)  (0.245)  (0.750)  (0.706)
PROXYQ 134577 <1367 -1.31777 <1287 -1.52077  -1.407
(-2.883)  (-2.315) (-3.146)  (-3.185)  (-3.998)  (-3.776)
LIQUIDITY -0.8357 -1.14477 -1.03177  -1.063""  -1.146" -0.999""

(-3.772)  (-4.803) (-4.981)  (-5.306) (-6.151)  (-5.088)
Step 2: Independent variables

CEODUAL -0.450
(-1.127)
BSIZE 2.216" 22,1207 -1.893" 2234
(-2.037) (-2.038)  (-1.973)  (-2.361)
OUTSIDER -0.205
(-0.208)
INSTITUTE 0.236
(0.496)
MANAGER 0.636™"  0.594™ 0703 7.118"  9.743"™
(3.327)  (3.376)  (3.953) (3.226)  (3.834)
LARGEHOLDING -0.549
(-1.045)
DEV 0.951
(0.883)
Step 3: Interaction
MANAGER*INV -0.454™"  -0.607""
(-2.915)  (-3.554)
MANAGER*LIQU -0.447"
IDITY
(-1.908)
Model Fit
R Square 0.65 0.776 0.725 0.75 0.794 0.811
Adjusted R Square  0.609 0.701 0.685 0.707 0.752 0.768
F Statistic 159577 10385 18.413"" 17.562"" 19.240"" 18.636
AF 15.957°" 2.893" 11.399™  4.155" 8.499""  3.642°

L RET S TR R NP (ACAR) " FP R B A O o VM L REFEG ST A3
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ADF & = PP #& =_
Y t %38 p-value B AEE p-value Bandwidth
- #p #ic t it
1436 1% & -18.916  <0.01 0 -19.343 <0.01 14
1442 ¢ 9% -17.883 <0.01 0 -17.893 <0.01 4
1808 ¥ -18.449 <0.01 0 -18.438 <0.01 6
2501 Rz -18.759  <0.01 0 -18.831 <0.01 8
2504 R A& -19.524 <0.01 0 -19.543 <0.01 3
2505 B4 -16.957  <0.01 0 -16.905 <0.01 18
2506 =& -13.047  <0.01 2 -16.251 <0.01 50
2509 > -15.864 <0.01 1 -19.040 <0.01 10
2511 =+ -18.225  <0.01 0 -18.205 <0.01 7
2515 # 1 -18.165 <0.01 0 -18.143 <0.01 6
2516 #7iE -16.655 <0.01 0 -16.613 <0.01 3
2520 =g -17.790  <0.01 0 -17.765 <0.01 3
2524 3 35 -17.706 <0.01 0 -17.682 <0.01 9
2527 % 3R -14.688  <0.01 1 -17.417 <0.01 6
2530 &= -16.171  <0.01 1 -18.937 <0.01 7
2534 Z B -17.831 <0.01 0 -17.793 <0.01 7
2535 E -20.451 <0.01 0 -20.566 <0.01 7
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5514 = & -19.773  <0.01 0 -20.124 <0.01 16
5515 =1, -19.148 <0.01 0 -19.274 <0.01 12



232 ¥ kg

e ERBREER ()

ADF # z_ PP & =_
PR t 223 € p-value ;; g{ ;;E;I; p-value Bandwidth
5516 % -15.296 <0.01 1 -26.644 <0.01 62
5521 1 & -18.303 <0.01 0 -18.296 <0.01 6
5522 ikt -18.711 <0.01 0 -18.767 <0.01 6
5523 % ‘FVS -18.690 <0.01 0 -18.777 <0.01 10
5525 g =x -18.871 <0.01 0 -18.925 <0.01 9
5529 2 & -16.132 <0.01 1 -20.722 <0.01 3
5531 #/4k -17.793 <0.01 0 -17.759 <0.01 9
5533 @ sk -18.321 <0.01 0 -18.308 <0.01 9
5534 £ iz -17.123 <0.01 0 -17.038 <0.01 8
6177 £ K -18.770 <0.01 0 -18.868 <0.01 8
6212 3242, -18.571 <0.01 0 -18.569 <0.01 5
6264 4§ L il -16.137 <0.01 0 -16.124 <0.01 2
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