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AbgstTh 95l A BET V| BFAILEC] ARF R HAE 9SS ot}
71 98 AFAA LS (FS) 2} NBFAAEEAS)S A2F2 P4 TFAZA

LEV;=a, + B, INSy+ B INVy+ B, sDIVy+ B, (NS ;_ 1‘*‘51 sINV,

TB1.6DIVi 1+ 81 1FSy+ B sISut+ B1,oLNA;+ B 1A+ 8, uCASHn
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The Relationship between Insider
Ownership and Financial Policy

Ji-Ho Cho* : Chun-Ho Kim"*

{abstract)

In the literature, much research has been focused on the relationships between financial
policies and corporate valuation, including the effects that internal equity and capital
structure have on corporate value, as well as how capital structures, investments and
dividends relate to one another. However, comprehensive studies considering three facets of
financial policies, namely capital structures, investments, and internal equity altogether, are
scant.

This study follows 361 companies listed on the Korean Stock Exchange, excluding
financial institutions, from 1996 to 2002. Using 3SLS methods, an empirical analysis was
conducted of the relationships among capital structures, investments, dividends, and internal
equity and the results are summarized.

Capital structures were found to be negatively related with investments, while investments
were mainly related to dividends. Dividends were positively related with internal equity,
simultaneously affecting capital structures.

We were not able to find any clear evidence of a direct relationship between internal
equity and capital structures; however they seemed to be indirectly related. Thus, there
seems to be mutual relationships between financial policies and internal equity.

Keywords : Capital Structures, Investments, Dividends, Internal Equity, 3SLS
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