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Sock Market Reactionsto the Land Value I ncrement Tax Policy

Suming Lin Ming-Chin Chen Tian-Jun Tsai

Abstract : In Taiwan, the tax base of land value increment tax is based on the
government-announced value, which is far below the actual market value and is restated only once a
year. In September 1992, the cabinet of Executive Yuan, however, passed a proposal (a draft
amendment to the Statute for the Equalization of Land Rights), initiated by the then-Minister of
Finance, to raise the tax base of the incremental value from the government-announced value to the
market value. The proposal immediately became a hotly debated issue and was strongly criticized
by the National Federation of Commerce. In October 1992, under great political pressure, the
Executive Yuan withdrew this disputed proposal, with the then-Minister of Finance stepping down.

The proposed change from the government-announced value system to the market value system was
predicted to have negative impacts on companies with high debt ratios and high land-to-total assets
ratios. Further, the negative impacts were predicted to be reversed when the proposa was
withdrawn from the Executive Yuan. This study examines the stock market reactions to this
proposed change in the land value increment tax policy. The results of this study are as follows: (1)
In September 1992, when the Executive Yuan passed the proposal to raise the tax base of land value
increment tax, companies with high leverage experienced significant negative stock returns.

Further, during this event period, investors may obtain significant positive stock returns by holding
a short position selling stocks of companies with high debt ratios. (2) In October 1992, when the
then-Minister of Finance stepped down, suggesting that the market value-based land tax policy
could not be effected, companies with high land-to-total assets ratios experienced significant

positive stock returns.  Further, during this event period, investors may obtain significant positive
stock returns by holding a long position buying stocks of companies with high ratios of land to total

assets.  The findings of this study suggest that investors may use financial statement information to
devise stock trading strategies to obtain excess returns in responding to changes in the land value

increment tax policy.

Key words : Land Vaue Increment Tax, Tax Policy, Event Study, Stock Trading Strategy.
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-1 4 = 13
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b 6 BE 6
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HE 8 EREE 10
AT 7 Ef 24
B 13 =2 9
B 19 s 36
E:iE] 13 Ht 10

®"3 BEZRBEHKEE

FIE BAE &/ME
F-ESESHHBER

-1.11% 12.39% -19.18%
EERM(CARY)
F_EEHHBER

0.35% 16.08% -11.17%
EERMCAR2)
Ti(SEMLIEE)R

N $669,273,480 | $15,030,160,000 $0

SRE(ENLT)
Ti(SEMGIEE) M

10.05% 62.18% 0%
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BELMBEELR 38.82% 83.80% 7.85%
H{EXFERZE 357 11.40 1.05
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TSR | RRE | REALA, Bo. B1. L EPB: THIRZERERCEIE, LAND,
DEBT & MV/BV 2&& ,0 AR=1E, LAND ALHARFE LR LA iREEEE
T EGEEEREERAEEN L RERS, DEBT ALHAREELE , DABEERIL
EERE LR, BRI TEENIGZRE , AU S EGEBEZEEGE LAND £

o ABET# NEREBBAANRLE 2 THRA , BNAIHHE L SEEE , T2 —REEEE
ABEYERE LRE 25%75 AR R ZRE, TihEMIBEKARERERSIAELNE ,
TEFBARZRBRHME  EARAFNAELALNERTES , RO REFEERZBRER , B
PRRZERAE, Bt , EHAREEL i EMBEEH LRGN, #ATEG L AEATUGHEL
EGTARPER , BER LAND EEEHE LT -, EREFARLE T FRBREmR
BREMEBEZSE , TEER ARSI FETAMEL MEETREZ —BHWLEBRE
X, AR T RBATHNEGEEETE T EENRERE  FREANEIR SN P(WX 9),
N — BT EERNERE  IMERRLZBBMED T,

HEERMELR DEBT K, A LR EMGBEMRY 2 T i BERERSELEEN

BERCEMA T MEECRRE), B EERTANBHRSHERER F)\F2RE— MV/BY

AETRRHEHFEZEH, U 81 F 6 A 0 AZBERBRER T SEERAHIREEES
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B (BHESEH 3. REAERK RS (growth opportunity) & 2 /A8 , BEEENHBESH
RME , M MV/BY BRERERAETEAGELARRMECEE , HAXUTEHFESH 2
HERH LT AREEHEAPERREFRN R HE  EEARESETENLE , BIEE
AXHENFRHEER DB , ARESDNEREAREEMTE, RRESHLTEREAE
BHOET  EZNAETREHRENEERMN, #HANTXRERESIA MV/BY BE log fERK
R 2 R HIE (20 Sloan, 1996) , 1B A2 #8 Bathala, Bowlin, and Rao(1995), Barclay and Smith
(19953), BAK Barclay and Smith(1995b) & 3Lk , IR ¥ MV/BV ER log , LEEHEIE B AV Tobin’s
QLt®, CARALMAREMK Fama (1976)H T ZHEE (market model)Frfhat 2 B4 B AEHIMRZ

H 5B B IR =R =R R B F IREN R (cumulative abnormal return, CAR),

AN B Fama (1976)V TSR EETE CAR, EEEHHEZH , —BREB(—BRBAM
FTEAE) c BEREER , MAthSEEPREBH R , BRUGTEMRcEHEREER
ELETARREESHRERBE(—RBATRUISE) 2AREMNR  AREUSHH—BCERE
=R ETAHSME  MRESEISHREMELECBREHN , BRETEEB 2 BEHRMZER
K18 CAR Sz, MZERAERRE | HLTRRZRERMERATHTIEE RN FIUEE :

[0 B Tmte, . 1=12..,203; t=-77:76..-3 (2

TS t R RETHRZEE , AL 81 5 9 A 3 BT A ER T i EERIKEEREE
=AE—ESEHR  BZALt=0 Bt=-1Ft=38F—FESEEIY  mlt=-77,
-76,...-3 , & 75 R(8U6/4-818/131)EAMLETE(Q)Ra BB BB AR, rn RRE t B

TENEEBGTECRETSHMR(ERS rm,t=|t|_Itl , | RRBRETSRITEMERER).

t-1

o BiATETSEDERTREANELRET, p 5 ANETSEDERT | RER
MEOEBEB. o, BIEEERZ BEE eror term) , BRETHBBE , o K1, B, o, 8
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6, (2 ) EAPBY EAATERMBR. r, A% | FATE t B2 REHME LTS5 -

PESE NI L OPLEP LRI NTIREEEt BE t -1 AFABRRERIE Z WS
&,D, AEt BZRERA, EAMRS , AREAHEZE 203 RLHRA, ATl i =12,...,203 ;
HAMEHH 203 RN 2 ERHER.

BEEBRAERNQF , a HE  ZfFHES a B b, , MESHREMEFENR) RS
(resdud) B ec=r,, - (@ +b;r,,), ENARBHREMESE ZBERMN, B A EFHRM(abnormal
return, AR) , t—EREHHEREBARFBEENVELER BEEM=E B AR, =g, =1, -
@+ br,)). TEHHEY B8 -—XZAMEEZETHRMERMURG , REXCREE
FTHEMERHESMERZH) , ERMOT :

F—EASHB@BVI3, t =0)FRAIHIRE(8L/Y2-81/99) 2 EBREFERM=E CARL & :

3
CARL=) AR; i=12,..,203

t=—-1

£ AE4 B (811017 , t = 24)TEAIHAR(81/10/5-81/10/9) 2 BB E E M= CAR2 B* :

26
CAR2=) AR ; i=12,...,203

t=22

# CARLEE CAR2 XA 1 |, #ITEFRER MU T =

CARL, = Bt BLAND, }+ B ADEBT, J+ BoMV BV, }+5 , , i=12...203 (la)

CAR2, = ¢ty 1(LAND, )+y o{DEBT, J+y oMV, BV, }+6 ; ,i=12...208  (Ib)

* CAR2 H8LH 10 A5 H(t=22)BhEHE , FEZACE T hilERTAEIETERRCECHEERBRR
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% 4B &R DEBT %E B, 45-0.0824 , P-Value 1 0.0003(ERRE) , #1E SHEE
KET | EXIFAN H2, 2 # , NE T i BEREZBEERREASLAR, BELERFL L
maaE, HREREEFENREECRAEEERREz LTAE, KL—ERAERR, REA
RABERANEBTE)BABR , MiELEERREBERBZ AR NS —RIGRES , &
RATREY RS EBLERREN LA R 2 TRERRER , RIS AR R REUE g R A
R HEERSTRTE , IUEEEEEESN LHARZREELEENTE, HERLmT

Ry B BLTRRATESIHFE L, IFEVAENZEERRNZAATE , TEEFARK
FUBHBEEMERRELY  CABIELEEHES K BESREY , BRESIANK

J' ug o

x4 ITHEERERERKCEERER

EFRAER

CAR1, =B o+ B 1(LAND, )+ B o(DEBT, )+ B3(MV, /BV, )+ , (1a)

BE® BRE BAEE T{E P-Value*

FEIE -0.7992 1.1565 -0.691 0.2452

T i bR 0.0543 0.0383 1.417 0.0790

8ELE -0.0824 0.0235 -3.500 0.0003

T{EZE 0.6556 0.2022 3.242 0.0007
?=0.1260 (Adjusted R2 = 0.1128)

Fvalue = 9.562 (p-vaue = 0.0001)

~BRMEFRZ P-Vdue

= 4 PEFESHHEEFELEBEMV/BV)ZRE B34 0.6556 , P-Vaue E1 0.0007(EERH:
TE) , ZEZ vy BRI | B C TEHMEAT , BRRMESH A T EEEAHETFE 8%

heHiE  EREZRERHEWR S EESPREEREZ EHRE,
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K5 THHEERREERRERB<REER

EEREA:

CAR2, =y o+ 1(LAND, )+ o(DEBT, )+y 3(MV, /BV, )+8 | (Ib)

BE® BRE BAEE t {8 P-Value*

FEE -1.9321 0.7997 -2.416 0.0083

T i bR 0.0618 0.0265 2.331 0.0104

8ELE 0.0096 0.0163 0.590 0.2780

BEREREE 0.3595 0.1398 2571 0.0055
%= 0.0856 (Adjusted R2 = 0.0718)

F-vaue = 6.208 (P-Vaue = 0.0005)

~BRMEFRZ P-Vdue

H3. 82 H4, R FE_ESH (L i BEREREERBER CERIRMENETE)E , £
NEFA T RESBEHRHUERRRM R LE  HERERIITRUNR 5 AXAYERE

ABFRBBCHEEE _HSHE  BRE—ESHNSREREROEREY >0, g >0).

KRESZHERET , TtbRNESY 1 A 00618 , H P-value & 0.0104ERRTE) , BMIE 5%
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ZLEmnaEl. BEERERY A 00096 , FEIRE HL, FREIAERF , EE P-vaue Y AREEHD
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EREFHHNREG BHRBEN LH LT , WEEE ZTE.

+4
s
o}
=
|_|_
3
>
Al

, IR

*IIEI

—HRERET , EREERRERARER "FZHEE ) KRR REALFRABEEA
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B RE - ERBERARE RN E (B RBERA R A NEER) , HERFRMRYREES

REBLREN EHAF, EHSHHEESFE/SBNEREY ;4 0.3595, H P-value £ 0.0055(E
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Btk RS ETARNKRE , HREEEHMEARE.
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2H 34.46% e 28.83%
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