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Abstract

Using cross-sectional analysis of corporate dividend policy we show that
large shareholders extract rents from firms and expropriate minority share-
holders in the weak corporate governance environment of an emerging econ-
omy. By comparing dividends paid across varying corporate ownership struc-
tures—concentration, type, and domicile of ownership—we quantify these ef-
fects and reveal that they are substantial. We find that the target payout
ratio for firms with majority ownership is low but that the presence of a
significant minority shareholder increases the target payout ratio and hence
precludes a majority owner from extracting rent. In contrast to other studies
from developed markets, our unique dataset from the Czech Republic for the
period 1996-2003 permits us to take account of the endogeneity of ownership.

Keywords: Rent extraction; Large shareholders; Corporate governance; Div-
idend policy
JEL classification: D21; G32; G35

*We are grateful to Ronald W. Anderson, Andrew Ellul, Stépan Jurajda, David Webb, Ran-
dall K. Filer, Joachim Inkmann, Michela Verardo, Oriana Bandiera, Antoine Faure-Grimaud, and
seminar participants at LSE, London and CERGE-EI, Prague for useful comments and sugges-
tions. Jan Bena has benefited from his stay at the Financial Markets Group, the London School
of Economics and Political Science, London. While preparing this paper Jan Hanousek benefited
from GACR grant No.402,/06,/1293.

"Email: jan.bena@cerge-ei.cz

'Email: jan.hanousek@cerge-ei.cz

§A joint workplace of the Center for Economic Research and Graduate Education, Charles
University, Prague, and the Economics Institute of the Academy of Sciences of the Czech Republic.
Address: CERGE-EI, P.O. Box 882, Politickych véznu 7, Prague 1, 111 21, Czech Republic.



Abstrakt

Provedenim prufezové analyzy dividendové politiky firem demonstrujeme, ze v
prostiedi rozvijejici se ekonomiky s ne prili§ vyspélym mechanismem fizeni firem
ziskavaji dominantni vlastnici ekonomickou rentu a okradaji minoritni vlastniky:.
Porovnanim vyplacenych dividend podle jednotlivych vlastnickych struktur (kon-
centrace, domicil a typ vlastnictvi) kvantifikujeme tyto efekty a poukazujeme na
to, ze jsou znacné. Dokumentujeme, Ze cilovy divi- dendovy vyplatni pomér pro
firmy s dominantnim vlastnikem je nizky a pfitomnost silného minoritniho vlastnika
zvySuje vyplatni pomér a zamezuje nejvétsimu vlastniku v ziskavani ekonomické
renty. Na rozdil od ostatnich studii z rozvinutych ekonomik ndm néas unikatni sou-
bor dat z Ceskeé republiky za obdobi 1996 az 2003 umozhuje vyftesit problém s

endogenitou vlastnictvi.





