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Abstract
We ask whether the stock market immediately reacts to the underlying will of political leaders
to tax shareholders from the moment of their election, much earlier than previously
documented. Our natural laboratory is the surprising outcome of the September 2021 Japanese
Prime Ministerial election: whereby the winning candidate secured a narrow victory of just one
vote and thus promoted a second “runoff” election. The eventual election victor—Fumio
Kishida—proposed increasing taxes on shareholders, leading to a market drop referred to as
“Kishida Shock” by news outlets such as the Financial Times and The Wall Street Journal.
Using an event study approach, we find firms that were vulnerable to a potential tax increase,
such as dividend payers, experienced lower stock returns. As predicted by financial constraints
theory, smaller firms with more cash holdings could lessen their losses. Likewise, larger firms
could reduce the severity of their negative stock returns via bond market access. As a direct
target of the potential tax increase, it appears that domestic individual investors sold their high-

dividend yield stocks while foreign investors in fact purchased shares of the same.
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1. Introduction

Theoretically, stock prices can reflect the underlying will of political leaders to tax
shareholders immediately after they are elected. Until now, however, related research has
largely centered on the stock market response to explicit tax proposals presented weeks, months,
or even years following an election (Lang and Shackelford 2000; Auerbach and Hassett 2005,
2006; Dhaliwal et al. 2007; Gadarowski et al. 2007; Amromin et al. 2008; Dai et al. 2008;
Zhang et al. 2008). We posit this emphasis on tax proposals presented outside of an election
campaign environment lead key stakeholders and researchers to underestimate associated
market reactions. For example, on April 22, 2021, Bloomberg reported that US President Joe
Biden would look to double the top Federal tax rate on long-term capital gains from 20% to
39.6%: with this news causing US market indices to tumble by almost 1%. Yet, this 1% loss
may understate the totality of negative market repercussions, as President Biden’s campaign
promise did in fact feature a tax hike; thus, the market may have reacted to his tax plan on
November 7, 2020, specifically, when projections firmly swung in Biden’s favor.

Understanding the timing of stock price fluctuations—whether immediately on Election
Day or later on given post-election tax proposal announcements—is crucial for many reasons.
If stock prices shift on Election Day itself, firms that rely on equity financing should quickly
adjust their investment plans to account for the corresponding shift in the cost of equity. The
absence of Election Day stock price fluctuations driven by tax plan proposals suggests firms
may not in fact adjust their investment strategies until actual tax plans materialize. Moreover,
the early pricing of shareholder taxes and resulting increase in equity costs can summon the
market to place a higher value on the ability to finance through internal or debt sources on
Election Day.

From September to October 2021, a noteworthy event occurred in the Japanese political
landscape. Figure 1 shows that the Japanese stock market underwent a swift rise during this
time followed by a decline back to its previous level and then a partial recovery—all within a
two-month period. More specifically, on September 3, the market soared as Prime Minister
(and party president) Yoshihide Suga suddenly withdrew from the Liberal Democratic Party’s
(the ruling party’s) presidential race. For context, his term as party president was set to expire
at the end of September, and he had originally planned to run for another three-year term. Prime
minister selection is effectively determined by the ruling party in Japan: with its current
president going on to become prime minister. Despite the popular view that Taro Kono was the
most promising among four candidates, on September 29, Kishida emerged as the unexpected
winner of the election. It was a close vote, with Kishida securing a slim margin of only one
vote and subsequently proceeding to a runoff election. In principle, he had advocated for higher
shareholder taxes of around 20% for income from capital gains and dividends: leading to a

precipitous drop in stock prices following his election, often referred to as the “Kishida Shock”
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(e.g., in the October 5 Financial Times headline: “Japan stocks suffer ‘Kishida Shock’ as new
leader suggests tax rise”). Bloomberg and The Wall Street Journal also ran stories detailing this
new phenomenon. On October 10, a Sunday, Kishida mentioned the possibility of postponing
the tax increase: which led to a market rebound the next day. However, he continued to discuss
his tax increase plan on several occasions thereafter, indicating this proposal was still on the
table.

Employing the Japanese setting for our study is advantageous for several reasons. First, it
prevents the risk of political gridlock. As leader of the party with a majority in the Diet (the
Japanese legislative body similar to the US Congress or UK Parliament), Kishida had the
authority to quickly implement tax reform measures: allowing stock prices to reflect potential
changes to shareholder taxation on Election Day. Second, our study specifically investigates a
tax increase on shareholders as an area that has historically received less attention in literature
compared to extensive research on a tax cut in the US. Previous research on the US Jobs and
Growth Tax Relief Reconciliation Act of 2003 demonstrated that tax cuts increase firm value
(Auerbach and Hassett 2005; Gadarowski et al. 2007), reduce the cost of equity (Dhaliwal et
al. 2007), and encourage firms to increase dividend payments (Chetty and Saez 2005; Brown
et al. 2007). However, tax increases may have additional consequences beyond the reversal of
these effects. Our setting is particularly suitable for examining financial constraints, as the
stock market may deem firms that experience higher equity costs due to a tax increase more
likely to turn to internal or debt financing rather than rely on equity. This, however, is not the
opposite outcome of a tax cut: as the pecking order theory (Myers 1984; Shyam-Sunder and
Myers 1999) posits that firms prioritize internal financing even amidst low equity costs.

With respect to the research framework, we set out to investigate the market response to
the Kishida Shock during the time of Kishida’s election on September 29 and his subsequent
October 10" mention of a potential tax increase deferment. Our event study methodology goes
on to reveal that firms potentially impacted by the proposed tax increase, such as those that pay
dividends or have larger capital gains, had lower cumulative abnormal returns during the
Kishida Shock. This finding implies that firms experienced a higher cost of equity considerably
earlier (on Election Day itself) as compared with the timeframe often reported in literature:
likely due to investor concerns about the potential for higher shareholder taxes under Kishida’s
leadership.

Our results suggest that firms with access to alternative financing sources other than
equity—such as cash holdings or bond issuance—possibly withstood the negative impact on
stock prices resulting from the potential tax increase. This includes small firms with large cash
holdings that could reduce negative impacts on their abnormal stock returns, consistent with
previous research on financial constraints (e.g., Bates et al. 2009; Duchin et al. 2010; Lin and
Paravisini 2012; Berg 2018). Large firms with bond market access also experienced smaller

negative effects on their stock returns. These findings suggest the Kishida Shock changed
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market expectations and thus led to a shift in financing strategies for small firms towards
internal financing rather than equity financing, while large firms were likely to consider debt
issuance to a greater degree.

Our analysis also examines the consequences of two dividend taxation theories: the old
view (Harberger 1962; Feldstein 1970; Poterba and Summers 1985) and the new view (King
1977; Auerbach 1979; Bradford 1981). While the former suggests new share issuance is the
source of financing for investments and more relevant for immature firms, the latter holds that
retained earnings are the funding source and more applicable to mature firms. We find that
small firms, which are generally less mature, experienced larger negative abnormal returns
compared to larger firms in response to the Kishida Shock. This drop in stock prices was more
pronounced for small firms with higher-dividend yields, specifically, possibly due to the
increased cost of equity for small firms based on the old view and overall susceptibility of high-
yield firms to tax increases (Amromin et al. 2008). However, the negative effect on stock prices
gradually decreased for larger firms consistent with the new view.

We also consider ownership structures and examine the differences between domestic
individual investors and foreign investors with respect to how they responded to the Kishida
Shock. Our initial expectation was that the shock would have a greater impact on domestic
individual investors subject to domestic tax reforms and with less interest in control rights.
However, our findings do not support this prediction. Upon further analysis based on dividend
yields, we observe a significant difference between domestic and foreign investor response.
High-dividend yield firms saw greater stock price declines when domestic individual investors
held a larger share of the firm’s stock. On the other hand, when foreign investors held a larger
share, the negative impact on stock prices was less severe. This suggests domestic individual
investors sold their stocks while foreign investors took advantage of an investment opportunity.

We provide further evidence demonstrating how our results are specific to the Kishida
Shock. Specifically, our analysis shows a lack of opposite cross-sectional variations in
abnormal returns following Suga’s resignation: suggesting the Kishida Shock was not simply
a market increase reversal driven by the resignation. Moreover, there is no indication that the
October 11 market rebound was related to taxes. We also do not observe any comparable stock
price decreases in other countries such as the US during this specific period.

On a broader scale, our research differs from previous studies with respect to two key
concerns. First, we examine stock price changes on Election Day whereas most US studies
analyze the impact of tax plan announcements made thereafter: particularly those related to the
Jobs and Growth Tax Relief Reconciliation Act of 2003 (Amromin et al. 2008; Auerbach and
Hassett 2005; Gadarowski et al. 2007; Gaertner et al. 2020). Second, our Election Day-driven

research focuses on shareholder-level taxation whereas Wagner et al. (2018) focus primarily



on corporate income taxation instead.! Our findings show that stock prices fluctuate based on
tax proposals much earlier than previously thought: suggesting that firms should remain
proactive in adjusting their investment and financing strategies in response to post-election
shifts in the cost of equity rather than waiting for tax plan announcements that may occur later
on.

Our research also expands on existing literature by examining the connection between
shareholder-level taxation and financing, particularly in the context of tax increases. While tax
literature generally focuses on issues directly related to shareholders, such as dividends or
capital gains, we address the role of finance. Gadarowski et al. (2007), however, is one
exception that focuses on finance in US literature regarding tax cuts: reporting that firms with
high cash holdings see more positive stock price responses to tax cut announcements, which
the research attributes to a potential higher likelihood of these firms to increase dividends from
holdings. In contrast, our research shows the opposite outcome—especially among small
firms—reflecting an increase in the value of cash holding in response to tax increases in Japan.
Our findings highlight potential asymmetry between tax increases and cuts, consistent with
findings of Becker et al. (2013) that use worldwide data to show how high payout taxes
encouraged investments among firms with internal financing capacity.?

Our study also supplements existing literature regarding tax preferences of diverse
investor types, with some investors more inclined to avoid paying high taxes than others due
to high marginal tax rates (Scholz 1992; Graham and Kumar 2006; Korkeamaki et al. 2010;
Henry 2011; Dahlquist et al. 2014; Kawano 2014). Desai and Jin (2011) investigate the
heterogeneity of institutional investor tax preferences and present evidence for dividend
clienteles. However, our study compares and contrasts the tax preferences of domestic
individual investors and foreign investors: a rarely studied comparison that is possible in Japan
due to the large share of foreign investor ownership. The inclusion of this distinct group—who
are not subject to domestic tax laws—offers a unique advantage over US tax research data (e.g.,
McDonald 2001).

! Wagner et al. (2018) are a notable exception that investigates a stock market response to Election Day
events, finding that for the 2016 presidential election (prior to specific tax plans announcements), stock
prices of firms that would likely benefit from corporate income tax cuts rose when Donald Trump was
declared the winner. Various studies on the economic and financial impacts of elections exist, including:
Belo et al. (2013), Chan and Marsh (2021), Child et al. (2021), Ramelli et al. (2021), and Child et al.
(2021), which study asset price changes surrounding elections. Julio and Yook (2016) examine cross-
border capital flows in relation to election timing as a source of political uncertainty, while Julio and
Yook (2012) and Jens (2017) study corporate investments surrounding elections and Colak et al. (2017)
investigate initial public offerings. However, these studies do not specifically focus on tax-related issues.
? Relatedly, Alstadsaeter et al. (2017) report that a dividend tax cut in Sweden increased investments
among cash-constrained firms (but not on average).

4



This paper is structured as follows: Section 2 outlines background information, Section 3
presents the hypotheses, Section 4 explains estimation procedures and data, Section 5 presents

the results, and Section 6 wraps up with conclusions.

2. Background

2.1. Japanese Political Structure

The Japanese political system is a parliamentary cabinet system wherein the legislative
body of government is called the Diet (comparable to the US Congress or UK Parliament) and
consists of the House of Representatives and the House of Councillors. Japanese citizens who
are at least 18 years old elect members of the Diet, who then choose the prime minister to lead
the government. This differs from the US presidential system, whereby citizens elect the
president directly through democratic elections.

Under this Japanese system, the president of the largest party (not to be confused with the
term “president” as the leader of a country, as in the United States) assumes the position of
prime minister as a matter of course. With the Liberal Democratic Party historically the largest
party in Japan, the election of their party president preceded the selection of the prime minister
who hailed from this same party. At the time of Kishida’s election as party president, the
Liberal Democratic Party held a majority of seats in the House of Representatives but the same
was not true for the House of Councillors. To gain a majority in both Diet houses, they formed
a coalition government with the party of Komeito, the third-largest party in the House of
Councillors, to control both houses.

The presidential election has two categories of voters that total 764 votes: with the first
category including 382 votes cast by members of the ruling Diet party and the second category
including 382 votes cast by “party members” (Japanese citizens over the age of 18 who pay an
annual fee of 4,000 yen (about 30 US dollars) and must receive a recommendation from a
current member to join). With over a million members, the party requires its presidential
candidates to have widespread support: including from non-Diet members.

A single round of voting is usually sufficient to determine the winner. However, if there
are three or more candidates, the candidate who receives the most votes must also obtain a
majority of the votes to win. If no candidate meets this requirement, a second round of voting
is held on the same day between the top two candidates: with the number of party member
votes decreasing to 47 and that of Diet member votes remaining unchanged at 382. This rule
highlights different weights assigned to Diet member votes versus those of party members,

depending on the round of voting.

2.2. 2021 Liberal Democratic Party Presidential Election



On September 16, 2020, Yoshihide Suga was elected president of the Liberal Democratic
party and, as a result, became Japanese Prime Minister. While the party president term is three
years, Suga’s case was an exception: as the previous prime minister, Shinzo Abe, had resigned
in the second year of his term due to a worsening chronic illness. Suga took over Abe’s
remaining one-year term, which would conclude at the end of September 2021. On September
3, 2021, despite previously stating he would run for re-election on August 17, Suga
unexpectedly announced that he would not in fact do this. The election was scheduled for
September 29.

Four candidates ran in this election: Fumio Kishida, Taro Kono, Sanae Takaichi, and Seiko
Noda. Overall, surveys from several news outlets indicated Kono was far more popular than
Kishida among party members and that Kishida had a modest advantage over Kono among
members of the Diet. According to a survey conducted by Kyodo News on September 17-18,
49% of party members preferred Kono as the best candidate, followed by 19% for Kishida,
16% for Takaichi, and 3% for Noda (with the remaining respondents uncertain).® Jiji Press
surveyed Diet members from September 13 to 19. Twenty-five percent (25%) supported
Kishida, followed by 25% for Kono, 20% for Takaichi, and 5% for Noda.* Surveys released
on September 26-27 from three newspaper publishers (Shinbun companies in Japanese) showed
Kishida had a slight edge over Kono among Diet members, with Asahi Shinbun reporting 29%
support for Kishida and 26% for Kono, Sankei Shinbun reporting 31% for Kishida and 30%
for Kono, and Mainichi Shinbun reporting 34% for Kishida and 26% for Kono.

Given the above, it is clear this presidential election was a close race between Fumio
Kishida and Taro Kono. In the first round, Kishida won by just one vote: receiving 256 votes
to Kono’s 255.5 As neither candidate secured a majority, the election moved to a second round
with only Kishida and Kono as candidates. In this runoff, Kishida received 257 votes
(comprising 249 votes from Diet members and 8 votes from party members) while Kono
received 170 votes (131 and 39). Thus, Kishida was elected president of the Liberal Democratic
Party and Prime Minister of Japan. His considerable backing from members of the Diet
suggested he would perhaps face fewer challenges while setting out to implement tax reformes,
should he decide to pursue them.

2.3. Kishida’s “New Capitalism”
Kishida’s economic philosophy, referred to as “new capitalism,” proposed significant

changes to neoclassical economic and shareholder-focused policies implemented by two

3 A September 25-26 Nippon Television survey also shows comparable results among party members:
40% Kono, 25% Kishida, 19% Takaichi, and 6% Noda.
* Another study conducted by Nippon Television on September 25-26 reported similar results among
Diet members: 30% Kono, 30% Kishida, 20% Takaichi, and 10% Noda.
> Kishida received 256 votes (146 from Diet members and 110 from party members), Kono 255 (86 and
169), Takaichi 188 (114 and 74), and Noda 63 (34 and 29).
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previous prime ministers. Junichiro Koizumi, prime minister from 2001 to 2006, implemented
policies similar to Reaganomics in the US and Thatcherism in the UK, aiming to reduce the
size and scope of government. One example of this is the privatization of state-owned
enterprises based on free market principles. Shinzo Abe, prime minister from 2012 to 2020,
then implemented corporate governance reforms that prioritized shareholder interests, drawing
from the Anglo-Saxon model, and spearheaded efforts to introduce the corporate governance
code in 2015. This code recommended the appointment of outside directors, a provision that
was eventually adopted (see Orihara and Eshraghi 2022 for details). Abe’s policies marked a
significant departure from the bank-centered governance systems that had historically
dominated Japanese public firms (e.g., Morck and Nakamura 1999; Morck et al.2000; Yafeh
2000).

Kishida’s proposed “new capitalism” aimed to address the economic inequality and societal
challenges resulting from these past policies. For example, Kishida announced on September
8 that he would reform public policies that were influenced by neoclassical economics and had
been in place since 2001. He also emphasized in his campaign materials that market-oriented
economic policies had contributed to increased economic inequality, making it necessary to
implement policies that more evenly distributed wealth.

Kishida’s policy proposal included raising taxes on income from financial assets to address
the wealth disparity between high and low-income earners: a departure from the policies of
Koizumi and Abe, who focused on reducing government size and scope and prioritizing
shareholder interests, respectively. It is unclear whether Kishida’s plan spanned al/ forms of
income—including dividends, capital gains, and interest—but it seems unlikely that the
proposal would include interest income due to the Bank of Japan’s policy of maintaining zero
interest rates (established in 1999) and its minimal contribution to the disparity in wealth. What
is clear, however, is that Kishida intended to address the “one-hundred-million-yen wall”: a
phenomenon whereby marginal personal income tax rates increase as income rises up to one

hundred million yen, peak at 28.8%, and drop when income levels exceed this.

2.4. Japanese Tax System

As per Japanese tax laws in place since 1989, residents of Japan are subject to a 20.315%
tax on income from dividends, capital gains, and interest separately from other forms of income
(such as labor income). An exception to the general rule is that if a shareholder owns 3% or
more of the firm’s stock, his or her dividend income is treated as consolidated income and
subject to progressive personal income tax rates. Similar to many other countries, interest
expenses are tax-deductible for firms while dividends are not and paid out of after-tax profits.

Relevant tax reforms are not necessarily frequent in Japan. In fact, the tax rate on interest
income has remained unchanged at 20% since 1988. The tax rate on dividends and capital gains,

meanwhile, was 10% in 2003, with a planned increase to 20% in five years’ time. However,
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the existing rate was periodically extended until 2013 before these plans came to fruition in
2014. During the Abe administration, no proposals for tax increases targeting shareholders took

place.

3. Hypothesis

The dynamics of stock market supply and demand constitute the basis for the first two
hypotheses. Kishida’s proposal for higher taxes may have reduced demand for shareholdings,
even before tax reforms were implemented. With respect to supply, the capital gains lock-in
effect (Dai et al. 2008; Dimmock et al. 2018; Ivkovi¢ et al. 2005) suggests an increase in the
capital gains tax rate could lead to higher stock prices as it would discourage investors from
selling their shares: potentially decreasing supply. However, since tax amendments were in fact
not yet implemented, the lock-in effect should not be a factor. Instead, supply could potentially
increase as investors would sell their stock in anticipation of a future tax increase: leading to a

decrease in stock prices.

Hypothesis 1: Stock prices fall to a greater degree among dividend-paying firms than their
non-paying counterparts during the Kishida Shock.

Hypothesis 2: Stock prices fall to a greater degree among firms with higher capital gains than
those with lower capital gains during the Kishida Shock.

These two hypotheses, which lead to a higher cost of equity, should increase the relative
value of alternative financing measures to equity. First, as cash holdings represent an equity-
financing substitute, firms with larger cash holdings should enjoy a higher level of protection
against stock price declines. Finance theory also suggests the degree of appreciation should be
larger among smaller firms due to their tighter financial constraints (e.g., Almeida et al. 2004;
Opler et al. 1999). Second, bond market access is perhaps also more valuable as a substitute
for equity financing, especially among large firms, as small firms are more likely to rely on
internal financing and have limited debt market access. This possible switch from equity to
bond should further boost stock prices due to the debt tax shield (Modigliani and Miller 1963).

Hypothesis 3: Stock prices fall to a lesser degree during the Kishida Shock when firms hold
more cash, especially among smaller firms.
Hypothesis 4: Stock prices fall to a lesser degree during the Kishida Shock when firms have

bond market across, especially among larger firms.

The fifth hypothesis concerns dividend yields and their impact on stock prices during the
Kishida Shock. The old view of dividend taxation suggests small firms with high-dividend
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yields will see a decline in their stock prices due to an increase in the perceived cost of equity.
However, the new view suggests dividend yields do not affect stock prices of mature firms: as
these firms are assumed to pay dividends from their internal funds and will eventually be taxed,
meaning that whether they pay high dividends now or later has no impact on their current
market valuation. As such, the negative impact of high-dividend yields on stock prices is

expected to decrease as firm size grows.

Hypothesis 5: Stock prices of high-dividend yield firms fall during the Kishida Shock among

small firms; however, this negative impact gradually disappears as firm size grows.

The final two hypotheses noted below explore ownership structures. Domestic individual
investors, who typically hold tiny ownership shares, are likely more sensitive to tax increases
due to their focus on dividends and capital gains. Foreign investors may initially not seem
affected by the Kishida Shock given that shareholder-level taxes are imposed domestically;
however, they may still purchase shares sold by domestic investors as they can earn higher
relative after-tax returns compared to this group. As a result, firms with higher foreign
ownership may experience increased stock prices due to these potential trades. We also predict
that this trading activity is perhaps more prevalent among firms with high-dividend yields, as
they are more impacted by potential tax increases compared to those with low-or-zero-dividend

yields.

Hypothesis 6: Stock prices fall to a greater degree among firms with larger domestic individual
investor stock holdings—particularly those with high-dividend yields—during the Kishida
Shock.
Hypothesis 7: Stock prices fall to a lesser degree or even rise among firms with larger foreign
investor stock holdings—particularly those with high-dividend yields—during the Kishida
Shock.

4. Estimation and Data

4.1. Estimation

We use an event study methodology to analyze the impact of Kishida’s election on stock
markets. The event date is September 29, 2021: the day of the election. The event window
ranges from two days prior to the election to seven days after. We include the two days prior
to the election because some surveys conducted just before September 29 revealed Kishida as
the most popular candidate among Diet members (although party member surveys consistently
showed Kono in the lead). We also include the seven-day post-election period as it comes

before Kishida’s first reversal of his proposal to increase taxes. The estimation window covers
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the period from July 2020 to June 2021 (or one year leading up to the three months before the
election).

In regression, the outcome variable is cumulative abnormal returns. We use the four-factor
model (Carhart 1997) to calculate these returns with daily data. The Fama-French three-factor
model (Fama and French 1993) also yields similar results, as correlation coefficients between
the cumulative abnormal returns derived from these two models is 0.98. Equation (1) provides

us with the necessary parameter estimates to calculate cumulative abnormal returns.
Ry —Rpp=a+ B1(Rm: — th) + B,SMB; + BsHML, + p,MOM, + €;; (1)

Equation (1) includes variables for firm i’s daily stock return on date ¢ (R;;), the risk-free
rate (Ry.), market return (Rp,.), return differences between portfolios of small and large firms
(SMB;) and between portfolios of firms with high and low book-to-market ratios (HML;), and
momentum factor following Carhart (1997) (MOM;).® To calculate abnormal returns, we use
Equation (1) to estimate parameters based on the data from the estimation window. Then, we
subtract the fitted value obtained from these parameter estimates from the actual return
(Rit — Ry¢). The cumulative abnormal returns are the sum of these abnormal returns throughout
the event window.

In Equation (2), we use firm i’s cumulative abnormal returns (CAR;) as the outcome
variable and include a dividend payment dummy variable (Dividend dummy;) that takes the
value of one if the firm pays dividends to test Hypothesis 1. To test Hypothesis 2, we measure
capital gains (Capital gains;) using six-month stock returns (i.e., the change in stock prices
between March and August 2021). To test Hypotheses 3 and 4, we use the cash holdings-to-
assets ratio (Cash;) to determine internal financing and include a dummy variable for bond
issuance with a value of one if the firm has outstanding bonds (Bond;) to determine bond
financing. To test Hypotheses 6 and 7, we include the corporate ownership structures
represented through the shares held by individual (Individual;) and foreign shareholders
(Foreign;). To test Hypotheses 5 to 7, we include dividend yields (Dividend yield;) that are
calculated as dividends per share divided by stock prices. We include industry dummies
(Industry;), with €; as the error term. We evaluate all independent variables just prior to the
election to capture cross-sectional variations in the same prior to the Kishida Shock. Standard
errors are clustered at the industry level.

® We retrieve data for Rf¢, Rine, SMBy, HML;, and MOM; from the data library on Kenneth French’s

webpage  (http://mba.tuck.dartmouth.edu/pages/faculty/ken.french/data_library.html). This library
contains international market data, including for Japan.
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CAR; = a + pyDividend dummy; + B,Dividend yield; + [;Capital gains;
+ B4Cash; + BsBond; + feIndividual; + p;Foreign; + Industry;
+e (2)

4.2. Data

We use data from Nikkei NEEDS Financial QUEST, a database containing financial
information for Japanese public firms. We evaluate all variables as close to the end of August
2021 as possible, considering data availability and the timing of Suga’s resignation in early
September. For data at the annual level, two-thirds of Japanese firms adopt fiscal years that run
from April to March, and yearly variables for these firms are set as of March 2021. For those
with other fiscal year periods, we choose months before and closest to August 2021. For
variables with daily market values, such as market capitalization, we evaluate these as of the
end of August. We winsorize all variables at the 0.5% and 99.5% levels.

Table 1 provides an overview of firm characteristics in our sample. There are a total of
3228 firms in the main regression for the Kishida Shock. One key difference between Japanese
and US firms is that while only 20% of US firms pay dividends, a significant majority (80%)
of Japanese firms do (Gadarowski et al. 2007). We also see substantial variations in the
ownership patterns of individual and foreign investors, with the percentage of stocks owned by
foreign investors ranging from 0.1% at the bottom one percentile to 54.3% at the upper one
percentile. Cash holdings of 27.08% of assets are relatively high compared to those in the US
(e.g., 21.8% in Gadarowski et al. 2007).

5. Results
5.1. Base Results in a Simplified Model

We first estimate the parameters of a simplified version of the equation, Equation (2”). We
exclude corporate ownership structure variables, including shares held by individual
(Individual;) and foreign shareholders (Foreign;) as well as Dividend yield;. Equation (2°)

allows us to specifically focus on specific aspects of Hypotheses 1 to 4.

CAR; = a + B, Dividend dummy; + [,Capital gains; + [;Cash; + [,Bond;
+ Industry; +¢€; (2"

In columns (1) to (4) of Table 2, we present the results of four separate regressions, each
including only one of the respective variables (Dividend dummy for Hypothesis 1, Capital
gains for Hypothesis 2, Cash for Hypothesis 3, Bond for Hypothesis 4) and industry dummies.
This table provides strong support for Hypotheses 1-3 but only weak evidence for Hypothesis

4: with the latter possibility due to the potential mismeasurement of the bond issuance dummy,
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which we use to measure bond market access. Credit ratings, which are more commonly used
and considered more reliable (e.g., Almeida et al. 2004), are not available in our data and may
have provided a more accurate measure of bond market access.

Comparing our findings to those of Gadarowski et al. (2007) can provide a deeper
understanding of our results. While our Dividend dummy estimates show the opposite sign
compared to those of Gadarowski et al. (2007) in their 2003 US tax cut study, our findings on
Cash show the same sign as their research. This difference is perhaps due to the contrasting
proposed tax policies between Japan and the US. Gadarowski et al. (2007) argue that firms
with high levels of cash are more likely to pay dividends in low-tax environments, while we
suggest they may use cash to finance investments in higher-tax environments wherein the cost
of equity is higher. This comparison implies financial constraints are particularly relevant to

consider in high-tax environments.

5.2. Firm Size

In Table 3, we examine how the impact of the Kishida Shock on stock prices may vary
depending on Cash, Bond, and Size to test Hypotheses 3 and 4. Equation (3) includes an
interaction term between financial variables (Finvar;), which is either Cash; or Bond;, and
firm size (Size;). Size; is measured as the natural log of market capitalization. X; includes all

other variables as in Equation (2°).
CAR; = a + B Finvar; = size; + p,Finvar; + B3Size; + yX; + industry; +€; (3)

In column (1) of Table 3, we find that cash holdings mitigated stock price declines for small
firms, as indicated by the positive coefficient on Cash. However, the negative coefficient on
Cash * size suggests the value of cash decreased with larger firms. These results support
Hypothesis 3, suggesting the Kishida Shock caused small firms with high cash holdings to fare
better in the stock market. In column (2), we examine the heterogeneity in bond market access.
The positive coefficient on Bond * size suggests bond market access was more valuable for
larger firms, consistent with Hypothesis 4. Collectively, Table 3 suggests the Kishida Shock
had a significant impact on the value of different financing measures, with smaller firms

preferring internal financing and larger firms preferring bond financing.

5.3. Dividend Yields

In Table 4, we examine the impact of dividend yields on stock prices. Column (1) includes
dividend yields along with the other variables in Equation (2’). Our findings show that dividend
yields have no effect on stock prices, and estimates for the other coefficients are similar to
those reported in column (5) of Table 2. This result also appears to contradict the negative

coefficient on the dividend-paying dummy observed in column (1) of Table 4.
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To test Hypothesis 5 and further examine the apparent inconsistency in this column, we
include interaction terms between Dividend yield; and Size; in Equation (4). X; includes all

other variables as in Equation (2°).

CAR; = a + B, Dividend yield; * size; + ,Dividend yield; + [3Size; + yX;
+ industry; +€; (4)

The results in column (2) of Table 4 suggest that for small firms, the increasing cost of
equity resulting from the Kishida Shock led to lower stock returns as indicated by the negative
coefficient on Dividend yield. However, as firm size increased, this negative effect decreased:
as shown by the positive coefficient on Dividend yield * size. These findings support

Hypothesis 5.

5.4. Ownership Structures

In Table 5, column (1) includes two ownership variables—shares held by individual
(Individual) and foreign shareholders (Foreign)—and represents the full model as defined by
Equation (2). The positive coefficient for Individual contradicts Hypothesis 6, while the
insignificant coefficient for Foreign does not support Hypothesis 7. One potential explanation
for the former result is that the sharp decline in stock prices following the Kishida Shock may
have prompted individual investors to engage in contrarian trading: a phenomenon widely
reported in finance literature (Choe et al. 1999; Grinblatt and Keloharju 2000, 2001;
Goetzmann et al. 2002; Griffin et al. 2003; Richards 2005; Kaniel et al. 2008). We will further
explore individual investors’ contrarian trading in Sections 5.5.1 and 5.5.2.

To fully test Hypotheses 6 and 7, we include interaction terms between Dividend yield and
ownership structures (Ownvar;) in Equation (5). Ownvar; represents either shares owned by

individual (Individual;) or foreign investors (Foreign;).

CAR; = a + B,Ownvar; * dividend yield; + [,0wnvar; + ;Dividend yield; + yX;
+ industry; +€; (5)

Table 5 suggests individual investors sold stocks with high-dividend yields, as indicated by
the negative coefficient on Dividend yield * individual in column (2). In contrast, foreign
investors may have purchased these stocks, as suggested by the positive coefficient on
Dividend yield * foreign in column (3). These findings support Hypotheses 6 and 7. Among
firms with low-dividend yields, those with more individual investors saw an increase in stock
prices, as indicated by the positive coefficients for /ndividual in column (2), while firms with
more foreign investors did not experience a change, as indicated by insignificant coefficients

for Foreign in column (3). These results confirm the occurrence of contrarian trading among
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individual investors and suggest foreign investors were unable to purchase shares individual

investors did not sell.

5.5. Other Timings

Aside from the election day of September 29, we consider two other key events surrounding
the Kishida Shock: Suga’s resignation on September 3 and Kishida’s decision to temporarily
halt his tax proposal on October 11. Figure 1 may lead one to conclude that the stock price
decline during the Kishida Shock is merely a reversal of the stock price rise following Suga’s
resignation. This figure could also be interpreted as implying that Kishida’s remarks on
delaying a tax rise might explain the market rebound and that the market is perhaps no longer

concerned about a future tax plan.

5.5.1. Suga’s September 3 Resignation

Table 6 uses September 3—the day Suga announced his resignation—as the event date.
Column (1) shows that, generally, stock prices did not respond in the opposite way to Suga’s
resignation compared to the Kishida Shock. For example, while we observe negative and
significant coefficients on Dividend dummy for the Kishida Shock in column (1) of Table 5,
the corresponding coefficient for Suga’s resignation in column (1) of Table 6 is insignificant.
Insignificant coefficients for Capital gains, Cash, and Bond in column (1) and interaction terms
in columns (2) to (6) (Cash * size, Bond * size, Dividend yield * size, Dividend yield *
individual, Dividend yield * foreign) also support this conclusion. Moreover, the considerably
smaller coefficient of determination in column (1) of Table 6 (0.02) compared to that in column
(1) of Table 5 (0.207) provides further evidence that financial and ownership factors
influencing stock returns during the Kishida Shock did not affect the same during Suga’s
resignation.

While three variables (Dividend yield, Foreign, and Individual) have significant
coefficients in column (1) of Table 6, signs of the first two are not opposite to those of the
Kishida Shock in column (1) of Table 5. The negative coefficient on Individual is consistent
with contrarian trading, as stock prices rose following Suga’s resignation. However, the
insignificant coefficients on Dividend yield * individual and Dividend yield * foreign in
columns (5) and (6) of Table 6 indicate shareholders did not trade their stocks based on
dividend yields—in contrast to the Kishida Shock. Collectively, these results suggest the

Kishida Shock was in fact not a reversal of the market response to Suga’s resignation.

5.5.2. Tax Proposal Delay: Market Reactions on October 11
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Table 7 focuses on October 11, the day after Kishida mentioned a temporary delay of his
tax plan on Sunday, October 10.7 Column (1) shows that the market did not reverse its
expectations for a tax increase following this comment. The only exception is the significant
coefficient for Individual, which is perhaps due to contrarian trading as the market saw a rapid
surge. These results suggest the market did not significantly alter its perception of a potential
tax increase following Kishida’s comment. The coefficient of determination in this column is
also small (0.053), similar to the one in Table 6 regarding Suga’s resignation.

The results of columns (2) to (6) in Table 7 show that market expectations formed in
response to Kishida’s election remained strong or even increased despite a temporary retreat
from his tax proposals and the market rebound. Coefficients of the interaction terms in these
columns, such as Cash * size in column (2), present the same signs as those in Tables 3 to 5
for the Kishida Shock: suggesting the market may reflect a lasting response to new leaders’

attitudes towards sharcholder taxes.

5.5.3. Stock Returns in Other Markets

We investigate the possibility that the observed stock price decline during the Kishida
Shock is perhaps influenced by factors outside of Japan. To do this, we compare stock returns
from September 24 to October 8 in other major markets. We chose September 24 as our starting
date because September 26—one day before the start of our event window—fell on a Sunday.
We find these markets did not experience a significant decline during the same period, with the
Dow Jones Industrial Average showing a slight decline of 0.1%, the FTSE 100 showing a small
rise of 0.6%, the Shanghai Composite Index showing a decline of 0.6%, and the Hang Seng
Index showing a rise of 2.7%. In contrast, the Japanese Nikkei Index dropped by 7.3%. This

suggests the Kishida Shock is a unique phenomenon specific to Japan.

6. Conclusion

In this paper, we examine stock market responses to the views of new political leaders with
respect to shareholder taxation plans shared on Election Day: a topic previously explored but
generally focused on later time periods. To investigate this question, we use the September
2021 Japanese Prime Ministerial election as a natural experiment. During this election, Fumio
Kishida won by a narrow margin and proposed raising taxes on shareholders: causing dramatic

market declines referred to as the “Kishida Shock.”

" The cumulative abnormal returns in Table 7 cover the period from two days before Kishida’s retreat
(i.e., CAR [-2,+7]), which overlaps with the Kishida Shock period. This overlap could potentially
impact the validity of results. However, even when returns are modified to CAR [0,+7], which only
includes the period after Kishida’s retreat, the findings in Table 7 remain similar.
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We use an event study approach to assess the corresponding impact of this phenomenon.
Our analysis shows that firms that are likely affected by a potential increase in shareholder
taxes, such as those that pay dividends, experienced lower cumulative abnormal returns after
the Kishida Shock, as expected. Additionally, smaller firms with more cash holdings could
mitigate their losses, while larger firms could lessen the negative impact given their access to
bond markets. Domestic individual investors—directly impacted by a potential tax increase—
appeared to have sold their high-dividend yield stocks while foreign investors appeared to
purchase them. These findings suggest the market responded promptly to Kishida’s proposed
policies and imply that some firms—especially those that depend on equity financing—may
adapt to changes in political attitudes towards shareholder taxes more promptly than previously
thought.
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Figure 1: The Nikkei Stock Index
This graph displays daily changes in the Nikkei Stock Index, a common stock index in Japan, from August to October 2021. The period marked
by the shaded area represents the Kishida Shock, which includes the two days before and seven days after the September 29 election. The
resignation of former Prime Minister Yoshihide Suga on September 3 caused the market to rise, while Kishida’s remark on a temporary delay of
his tax proposal on October 10 (a Sunday) led to a partial market recovery.
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Table 1: Summary Statistics
This table presents summary statistics for the variables used in the event study. The event
window for calculating cumulative abnormal returns (CAR) covers the Kishida Shock period
(two days before and seven days after the September 29 election). We evaluate all other
variables as close to the end of August 2021 as possible. See the Appendix for variable

definitions.

Mean  SD P99 p75 Median p25 pl Obs.

CAR [-2,+7] 220 692 -16.89 -1.38 1.73 546 25776 3228
Dividend dummy 0.80  0.40 0.00 1.00 1.00 1.00 1.00 3228
Dividend yield (%)  1.78 1.35 0.00 0.63 1.73 2.76 5.14 3228
Capital gains (%) 4.60 2394 -38.55 -8.04 0.87 12.02 100.18 3228

Cash (%) 27.09 1868 193 1337 22.64 36.87 8341 3228
Bond (dummy) 023 042 0.00 0.00 0.00 0.00 1.00 3228
Individual (%) 4327 2170 558 2603 41.18 5845 9124 3228
Foreign (%) 11.99 1243  0.08 2.24 7.75 18.18  54.34 3228
Size (In) 10.25  1.77 7.21 8.93 10.02 11.29 1525 3228
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Table 2: Base Results
In this table, we examine the impact of four key financial variables on cumulative stock returns
(CAR) during the Kishida Shock based on Equation (2’): CAR;,=a+
p1Dividend dummy; + p,Capital gains; + p3Cash; + p,Bond; + Industry; + €; . The
outcome variable is the cumulative abnormal returns (CAR) during the event window (two
days before and seven days after the September 29 election) calculated using the four-factor
model (Carhart 1997). The four variables included in the model are Dividend dummy
(Hypothesis 1), Capital gains (Hypothesis 2), Cash (Hypothesis 3), and Bond (Hypothesis 4).
Standard errors are clustered at the industry level and reported in parentheses. ***, ** and *

denote significance at the 1%, 5%, and 10% levels, respectively. See the Appendix for variable

definitions.
CAR [-2,+7]
@) 2) 3) 4 )
Dividend dummy  -2.236*** -1.779%**
(0.368) (0.367)
Capital gains -0.0771%*** -0.068%**
(0.007) (0.007)
Cash 0.031*** 0.021***
(0.008) (0.008)
Bond 0.405 0.518%*
(0.307)  (0.302)
Industry dummies Yes Yes Yes Yes Yes
Adj. R2 0.150 0.192 0.140 0.136 0.204
Observations 3228 3228 3228 3228 3228

23



Table 3: Cash Holdings, Bond Market Access, and Firm Size
In this table, we examine how the impact of the Kishida Shock on stock prices may vary
depending on Size, Cash (Hypothesis 3), and Bond (Hypothesis 4) using Equation (3): CAR; =
a + B Finvar; « size; + B, Finvar; + f3Size; + yX; + industry; + €; . The outcome
variable is the cumulative abnormal returns (CAR) during the event window (two days before
and seven days after the September 29 election) calculated using the four-factor model (Carhart
1997). This equation includes an interaction term between financial variables (Finvar;), which
is either Cash; or Bond,;, and Size;. X; includes all other variables as in Equation (2°):
Dividend dummy; Capital gains; Cash; and Bond. Standard errors are clustered at the industry
level and reported in parentheses. ***, ** and * denote significance at the 1%, 5%, and 10%

levels, respectively. See the Appendix for variable definitions.

CAR [-2,+7]
&) 2)
Cash * size -0.013%***
(0.004)
Bond * size 0.454%%*
(0.149)
size 0.131 -0.354%**
(0.124) (0.089)
Dividend dummy -1.520%**  -1.508%***
(0.375) (0.375)
Capital gains -0.065%**  -0.066%**
(0.007) (0.007)
Cash 0.152%**  (0.020%**
(0.041) (0.008)
Bond 0.572* -4.124**
(0.315) (1.677)
Industry dummies Yes Yes
Adj. R2 0.209 0.209
Observations 3228 3228
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Table 4: Dividend Yields and Firm Size

In this table, we examine how the impact of the Kishida Shock on stock prices may vary

depending on Dividend yield and Size to test Hypothesis 5 using Equation (4): CAR; = a +
piDividend yield; * size; + B,Dividend yield; + p3Size; + yX; + industry; + €; . The

outcome variable is the cumulative abnormal returns (CAR) during the event window (two

days before and seven days after the September 29 election) calculated using the four-factor

model (Carhart 1997). This equation includes an interaction term between Dividend yield and

Size;. X; includes all other variables as in Equation (2’): Dividend dummy; Capital gains;

Cash; and Bond. Standard errors are clustered at the industry level and reported in parentheses.

*akxk and * denote significance at the 1%, 5%, and 10% levels, respectively. See the

Appendix for variable definitions.

Dividend yield * size
size

Dividend dummy
Dividend yield
Capital gains

Cash

Bond

Industry dummies

adj. R-sq
Observations

CAR [-2,+7]
(1) 2)
0.137**
(0.055)
-0.436%**
(0.131)
-1.910%** -1.378%**
(0.422) (0.453)
0.073 -1.365%*
(0.113) (0.587)
-0.068*** -0.066%**
(0.007) (0.007)
0.022%%*%* 0.021%**
(0.008) (0.008)
0.515% 0.641**
(0.302) (0.313)
Yes Yes
0.204 0.208
3228 3228
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Table 5: Ownership Structures and Dividend Yields
In this table, we examine how the impact of the Kishida Shock on stock prices may vary
depending on Dividend yield and ownership structures (/ndividual or Foreign) to test
Hypothesis 6 and 7 using Equation (5): CAR; = a + B,0Ownvar; * dividend yield; +
B.0wnvar; + BsDividend yield; + yX; + industry; + €; . The outcome variable is the
cumulative abnormal returns (CAR) during the event window (two days before and seven days
after the September 29 election) calculated using the four-factor model (Carhart 1997). This
equation includes an interaction term between Dividend yield and Ownvar;, which is either
Individual or Foreign. X; includes all other variables as in Equation (2): Dividend dummy;
Capital gains; Cash; and Bond; Individual; Foreign. Standard errors are clustered at the
industry level and reported in parentheses. ***, ** and * denote significance at the 1%, 5%,

and 10% levels, respectively. See the Appendix for variable definitions.

CAR [-2,+7]
(D 2 3)
Dividend yield * individual -0.010%**
(0.005)
Dividend yield * foreign 0.017**
(0.007)

Dividend dummy -1.679%** -1.504%** -1.591***

(0.425) (0.436) (0.429)
Dividend yield 0.077 0.488%* -0.131

(0.113) (0.217) (0.146)
Capital gains -0.068*** -0.067*** -0.067%**

(0.007) (0.007) (0.007)
Cash 0.018%* 0.018%* 0.018%*

(0.008) (0.008) (0.008)
Bond 0.595%* 0.556* 0.563*

(0.304) (0.306) (0.305)
Individual 0.020%** 0.035%** 0.021%**

(0.007) (0.011) (0.007)
Foreign -0.002 -0.003 -0.026

(0.012) (0.012) (0.018)
Industry dummies Yes Yes Yes
adj. R-sq 0.207 0.208 0.209
Observations 3228 3228 3228
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Table 6: Suga’s Resignation

In this table, we examine cumulative abnormal returns (CAR) following the resignation of
former Prime Minister Yoshihide Suga on September 3 to address concerns that the Kishida
Shock is simply a reversal of stock market increases after this specific event. The base model
in column (1) is presented by Equation (2): CAR; = a + f1Dividend dummy; +
B.Dividend yield; + [;Capital gains; + ,Cash; + fsBond; + f¢Individual; +

p,Foreign; + Industry; + €;. The outcome variable is the CAR during the event window
(two days before and seven days after September 3) calculated using the four-factor model
(Carhart 1997). Column (1) of this table corresponds to column (1) of Table 5 for the Kishida
Shock. Columns (2) to (6) add corresponding interaction terms to this base model: Cash * size
(corresponds to column 1 of Table 3 during the Kishida Shock); Bond * size (corresponds to
column 2 of Table 3); Dividend yield * size (corresponds to column 2 of Table 4); Dividend
yield * individual (corresponds to column 1 of Table 5); Dividend yield * foreign (corresponds
to column 2 of Table 5). Standard errors are clustered at the industry level and reported in
parentheses. *** ** and * denote significance at the 1%, 5%, and 10% levels, respectively.

See the Appendix for variable definitions.
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Continued — Table 6

Dividend yield * individual
Dividend yield * foreign
Dividend yield * size
Cash * size

Bond * size

size

Dividend dummy
Dividend yield

Capital gains

Cash

Bond

Individual

Foreign

Industry dummies

Adj. R2
Observations

CAR [-2,+7]
(1) (2) 3) (4) (5) (6)
0.005
(0.004)
0.000
(0.006)
-0.064
(0.050)
-0.003
(0.004)
-0.140
(0.142)
0.067 0.040 0.096
(0.134) (0.114) (0.142)

-0.140 -0.121 -0.155 -0.254 -0.236 -0.138
(0.441) (0.458) (0.457) (0.472) (0.442) (0.441)
0.371**%*  0.366%**  (.375%** 1.028%* 0.148 0.366%***
(0.111) (0.111) (0.111) (0.527) (0.225) (0.139)
0.010 0.010 0.010 0.010 0.010 0.010
(0.009) (0.009) (0.009) (0.009) (0.009) (0.009)
-0.007 0.021 -0.007 -0.007 -0.007 -0.007
(0.009) (0.041) (0.009) (0.009) (0.009) (0.009)
0.175 0.151 1.665 0.203 0.197 0.174
(0.303) (0.315) (1.624) (0.313) (0.304) (0.303)
-0.027***  -0.027***  -0.027*** -0.028*** -(0.035%** -(0.027%**
(0.008) (0.008) (0.008) (0.008) (0.012) (0.008)
-0.028**  -0.027**  -0.027**  -0.027**  -0.027** -0.028%*
(0.012) (0.013) (0.013) (0.013) (0.012) (0.016)
Yes Yes Yes Yes Yes Yes
0.020 0.020 0.020 0.020 0.021 0.020
3247 3247 3247 3247 3247 3247
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Table 7: Kishida’s Temporary Tax Increase Delay

In this table, we examine cumulative abnormal returns (CAR) after Kishida’s remark on
delaying a tax rise on October 10 (Sunday), to consider the possibility that the market is perhaps
no longer concerned about a future tax plan. The base model in column (1) is presented by
Equation (2): CAR; = a + B, Dividend dummy; + [,Dividend yield; +
psCapital gains; + B,Cash; + BsBond; + BegIndividual; + B;Foreign; + Industry; +

€;. The outcome variable is the CAR during the event window (two days before and seven days
after October 11) calculated using the four-factor model (Carhart 1997). Column (1) of this
table corresponds to column (1) of Table 5 for the Kishida Shock. Columns (2) to (6) add
corresponding interaction terms to this base model: Cash * size (corresponds to column 1 of
Table 3 during the Kishida Shock); Bond * size (corresponds to column 2 of Table 3); Dividend
yield * size (corresponds to column 2 of Table 4); Dividend yield * individual (column 1 of
Table 5); Dividend yield * foreign (corresponds to column 2 of Table 5). Standard errors are
clustered at the industry level and reported in parentheses. ***, ** and * denote significance

at the 1%, 5%, and 10% levels, respectively. See the Appendix for variable definitions.
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Continued — Table 7

Dividend yield * individual
Dividend yield * foreign
Dividend yield * size
Cash * size

Bond * size

size

Dividend dummy
Dividend yield

Capital gains

Cash

Bond

Individual

Foreign

Industry dummies

Adj. R2
Observations

CAR [-2,+7]
(1) (2) 3) “4) (5) (0)
-0.01 1***
(0.004)
0.022%**
(0.006)
0.118**
(0.047)
-0.008**
(0.004)
0.063
(0.133)
0.241%* 0.007 -0.161
(0.130) (0.108) (0.130)
-0.305 -0.288 -0.321 -0.113 -0.105 -0.193
(0.397)  (0.402) (0.402) (0.413) (0.406) (0.398)
0.046 0.037 0.046  -1.174%* 0.523***  -0.226*
(0.091)  (0.091) (0.091) (0.495) (0.178) (0.119)
0.012 0.012%* 0.012 0.012%* 0.012* 0.012%*
(0.007)  (0.007) (0.007) (0.007) (0.007) (0.007)
-0.011 0.071*  -0.011 -0.011 -0.012 -0.011
(0.007)  (0.039) (0.007) (0.007) (0.007) (0.007)
0.341 0.247 -0.340 0.278 0.294 0.297
(0.268)  (0.279) (1.522) (0.274) (0.267) (0.267)
-0.015**  -0.014* -0.014* -0.014* 0.002 -0.014**
(0.007)  (0.007) (0.007) (0.007) (0.010) (0.007)
0.006 0.006 0.005 0.004 0.005 -0.025
(0.011)  (0.011) (0.011) (0.011) (0.010) (0.015)
Yes Yes Yes Yes Yes Yes
0.053 0.054 0.052 0.054 0.055 0.056
3179 3179 3179 3179 3179 3179
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Appendix: Variable Definitions

CAR [-2,+7]

Dividend dummy
Dividend yield (%)
Capital gains (%)

Cash (%)
Bond (dummy)
Individual (%)
Foreign (%)
Size (In)

Definition

cumulative abnormal returns using the four-factor model (Carhart 1997)
during the event window, spanning the two days before and seven days after
the September 29 election

set to one if the firm pays dividends

dividends per share divided by the stock price, expressed as a percentage
six-month stock returns (i.e., the change in stock prices between March and
August 2021), expressed as a percentage

cash holdings-to-assets ratio, expressed as a percentage

set to one if the firm has bonds outstanding

the percentage of shares owned by individual shareholders

the percentage of shares owned by foreign shareholders

the natural log of market capitalization
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