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Economic Perspectives on Issues in Corporate Dividend Policy

Kim, Chung—ho / Park, Yang—Kyoon

ABSTRACT
Economic perspectives on some issues regarding corporate dividend policy debated in
Korean legal society are presented.



Firstly, optimal level of dividend may differ from firm to firm. Since the issuance of
new stock becomes more important as a means of attracting new fund and the
competition among firms becomes keener in Korean capital market, the likelihood that
the levels of dividends voluntarily made by the Korean corporations are aligned with
the interests of the shareholders becomes greater. It is too hastily to assert that
Korean corporations pay too small dividends.
Secondly, it is pointless to restrict corporations to pay dividends based on the legal
capital doctrine. The primary purpose of the doctrine is to protect the creditors, who
are able to protect themselves through appropriate contractual arrangements.
Furthermore, there is no evidence that the lenders make their decision based on the
size of the legal capital. The legal capital doctrine needs to be abolished from the
Korean corporate law.
Thirdly, the legal requirement that the final amount of dividend be made by the
general assembly may harm the shareholders contrary to the intention. It may also
hamper the information processing capacity of the stock market. The general
assembly should be allowed to choose who is the final decision maker on the dividend.
Fourthly, it is meaningless to debate whether the publicly disclosed ratio of dividend
should be calculated to the par value or to the market value of the stock. The choice
does not make any difference in the behavior of corporations paying dividends.
Fifthly, it is not against the principle of equality among shareholders stipulated by the
Korean corporate law that the controlling shareholders pay dividends not to themselves
but to minority shareholders.
Sixthly, it is pointless to debate whether dividend should be payed on a daily basis or
on a yearly basis as long as the resulting difference is reflected in the market value
of the stock.
And finally, stock dividend does not share common characteristics of the ordinary cash
dividend that the real resource is flowing out of the corporation. It only changes the
composition of the written capital. There is no need to restrict the proportion of the
stock dividends to the cash dividends.
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