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{Figure 1) Average holdings(%) in KOSPI stocks by investors types
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(Figure 2) Average holdings(%) in KOSDAQ stocks by investors types

—— tax haven investors non- tax haven investors
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{Figure 4) Trading proportion(%) in KOSDAQ stocks by investor types
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(Figure 5y Cumulative net—buy of KOSPI stocks by investor types
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{Figure 6y Cumulative net—buy of KOSDAQ stocks by investor types
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(Table 1) Summary statistics

KOSPI stocks KOSDAQ stocks
Domestic Tax haven Nr?anv_éix Domestic Tax haven N(r)]r;;etnax
investors investors investors investors investors investors
Number of firms
(Annual average) 708.18 166.64 281.45 1018.73 193.18 273.55
Average
ownership(6) 73.64 7.97 17.16 67.65 9.87 14.39
Large shareholder
ownership(V) 42,16 37.02 39.03 37.05 32.56 32,98
Domestic
institutional 14.66 12,38 12,70 11,78 11,31 11,72
investors
ownership(%)
Foreign
institutional -
AVestors 8.99 9.72 10.77 11.12 12.29 11.35
ownership(%)
Total Asset
(hundred mil., 4,551 6,075 8,495 130 173 194
won)
Market cap.
(hundred mil, 1,248 1,778 2,262 95 153 168
won)
Market to Book | ) 1.37 1.27 1.82 151 2.00
value
Tobin Q 1.06 1.13 1.11 1.41 1.50 1.52
Leverage 0.52 0.55 0.53 0.45 0.45 0.46
ROA(%) 3.77 4,92 4.42 0.67 1.76 1.28
Payout ratio 37.00 34,64 31,64 34,40 34.35 27.37
Net income
(hundred mil, 97.86 141.09 197.52 0.68 2.06 2.81
won)
Free Cash flow
(hundred mil, 194,90 282.39 360.60 5.69 8.55 11.56
won)
R&D expenditure
(hundred mil, 69 76 125 3 6 6
won)
Corporate
governance score 1119 121.38 121.35
Amihud's 696,88 20584 29898  2619.06 446,70  1024.57
illiquidity measure : : : : ’ ’
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& 25 1% F2olA SAFCRE fostglet. 2AT A 9 o= QIEAFA9
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U EA Ao R 998} = ekoft}. (Table 2) Panel BE} (Figure 8) - =127} 1%
ogke] 2 & BRtrhrE 1006 o]44e] A RS BRkaL QlaL FAlof oS,
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(Table 2) Cumulative abnormal returns around the large purchase
announcement by investor types

This table describes the cumulative abnormal returns around the announcement of large
purchase and control from the following event study. Large purchase refers to an increase in

holdings from 1% or below to 10% or above,

N T
CARy= % Y CAR, 7, CAR, ;=Y AR, ,, AR, =R, —R,,
i=1 =1

- 1 & T
CARy = Z}l CAR, ;, CAR, ;= /ZJIAH,_, , AR =R ,—ER,,), ER,,)=a,+8,R

i, t

where X and Y refer to the announcement of large purchase and that of control in Panel A and
B, respectively, The numbers in parenthesis indicate t-values, and “**”, “*” and “” indicate

statistically significant in 1%, 5%, and 10% level, respectively.

Tax haven investors Domestic investors Non— tax haven investors
market
) market market market  market . market
unadjust ) ) unadjust . model
adjusted model unadjusted adjusted model djusted )
ed ) . d adjust
adjusted return  adjusted d

Panel A: announcement of large purchase
2917 2453 1.3 4,361 418" 3.803**  1.940 1.089  0.95

0T e w4 073 (132 1099 0.6 (152 08) 0.7
10~0 2,974 2.355 0.127  6.466™*  6.027*** 5.351** 4.0066* 2337 1939
(1.16)  (0.97)  (0.05)  (12.00) (11.36) 9.25) (2.42)  (1.42) (1.09)
10~5 4,641 3.282 0.201 6,379 5,632 4,74 4335% 2288 1,673
(1.45)  (1.04)  (0.00) (8.59) (7.67) (5.88) (2.07 (111D (0.75)
10~10 2,402 1.36 -3.154 515" 4,191+ 3,033+ 3838 1927 0.824
(0.67)  (0.38)  (-0.81) (6.59) (5.43) (3.45) (1.76)  (0.91)  (0.35)
0~5 1.041 0.485 0.767 -0.264 -0.64 -1.328 0.339 -0.007  2.537
0.72)  (0.36)  (0.34) (-0.63) (-1.54) (-1.55)  (0.29) (-0.01) (1.24)
0~10 21,197 <1599 -0.091  -1,453**  -2,018%*  -1,846 0.234 -0.08  3.674
(0.63)  (-0.87)  (-0.02)  (-3.08) (-4.34) (-1.3) 0.19)  (-0.07) (1.14)

Panel B: announcement of large purchase and control
10~ 3.158 2.453 1.109 4,61 4,408 4,17 3,827 2.899* 201
(1.49)  (1.25) 0.5) (10.31) (10.12) (8.99) (2.67) (1,990 (1.38)
10~0 1.845 0.727 -1.422 6,614 6,220 5.548%* 7 11+ 5447 358
0.549)  (0.25) (-0.42) (11.07) (10.54) (8.65) (3.17) (245 (1.58)
10~5 3.796 1,832 -1.539  0.447**  5749**  4.888"* 8582* (311* 3.063
(1.12)  (0.57)  (-0.37) (7.59) (6.84) (5.33) (2.58) (1.9 (1.06)
10~10 1,292 -0.764  -5.953  5.265*** 4,432 3286™* 877"  06.683* 2705
0.29)  (-0.17)  (-1.06) (5.92) (5.05) (3.32) (2.65)  (1.98) (0.78)
0~5 3.005 2131 -0.767 -0.461 -0.819* -1.6 -0.027  -0.507  2.778
' (1.34)  (1.06) (-0.22)  (-0.95) (-1.71) (-1.55)  (-0.01) (-0.27) (0.75)
0~1 -0.401 -1.268 -6.320  -1,682%* 2 148" -1.888 0.457 0.023 4.718

(-0.13)  (-0.45) (-0.92)  (-3.10) (-4.1) (-1.12)  (0.25) (0.0 (0.79)




HE29%T K28H K15

{Figure 7) Cumulative abnormal returns around the announcement of large
purchase

—— tax haven investors non- tax haven investors — — domestic investors

Note: Large purchase refers to an increase in holdings from 1% or below to 10% or above. Light solid
lines indicate upper and lower bounds at the 95% significance level.

{Figure 8) Cumulative abnormal returns around the announcement of large
purchase and control

—— tax haven investors - - non- tax haven investors — — domestic investors

Note: Large purchase refers to an increase in holdings from 1% or below to 10% or above. Light solid
lines indicate upper and lower bounds at the 95% significance level.
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O] A2 5% oA FESHA -0.1166 sHtatict, vhd = FAFARS] 1% A&
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(Table 3) The effect of tax haven investors’ ownership on corporate governance

This table describes the estimation result from the following panel regression,

AY,, =3, +8,AOWNERSHIF,,+ 3,AOWNERSHIP,, _, + 3, ALARGE, ,+
B, AINSTITUTION, , + 3,SIZE, , + 3, BM, ,+ 3; LEVERAGE, , +
Bgyear dummy,+a, +¢; ,

where Y refers to corporate governance, shareholder’s right, board of director, disclosure, audit,
and profit sharing in Panel A, B, C, D, E, and F, respectively. The numbers in parenthesis

indicate t-values, and “***", “*”" and “” indicate statistically significant in 1%, 5%, and 10% level,

respectively.
tax tax non—tax non—tax o
. : large  institutional market—
haven haven domestic domestic haven haven . :
; . . . . ; shareholder investor  log(size) ~ to—  leverage
investor investor investor investor investor investor . ;
ownership ownership book

W =) @ (=) @ (=1

Panel A: corporate governance

) -0,1942  -0.2077 -0.1005 -0.0502 -0.5980% -0.5916 -2.7552
(-0.62)  (-1.04) (-1.33)  (-0.49) (-1.7) (-1.39) (-1.24)

@ -0,0246  0.0495* -0.2075** 0,1322* -0,2039 -0.1581 -2.2357*
(-0.87)  (2.44) (-3) (2.41)  (-1.28) (-0.64) (-1.88)

( 0.1084  0.0344 -0.1569** 0.1540* -0.3164 -0.2529 -2.9316*
Y (0.94) (034 (-2.36) (1.88) (-1.26) (-0.72) (-1.69)

Panel B: shareholder’s right

) -0,1645*  0,1001 -0.0837** 0.0586  0.0020  0.0342 -2,5829**
(-1.81) (1.25) (2.37)  (1.16)  (0.02) (0.25) (3.1

) -0.0139 0.0331* -0.0273 0.1152%* 0.0484 -0.0132 -2,1293***
(-0.78)  (2.42) (-0.87)  (3.68) 0.8)  (-0.15) (4.2)

3) 0.0163 -0.0317 -0.0305 0.1495** 0.1030 0.1218 -2.5729**

(0.42) (0.51) (-0.84) (3.49) (1.17) (0.99) (3.9
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Panel C: board of director

(1) 0.0321 -0,1166** -0.0183 -0.0535* -0.2593*** -0.2137* 0.5764
0.28) (-2.47) (-1.09)  (-1.65) (-2.84) (-1.77) (1.05)

@ -0.0019 -0,0022 -0.0257  0.0005 -0,1453** -0,0301 0,2226
(-0.33)  (-0.3) (-1.26)  (0.03) (:3.17) (-0.44) (0.66)

( 0.0095 0.0341 -0.0298 -0.0242 -0,2239*** -0,1557 0.3129
3 0260 (0.69) (152 (0.83) (3.29) (16D (0.7

Panel D: disclosure

) -0.2283  0.0203 -0,0052 -0.0098 0.1641 -0.0097 -0.4871
(-1.6)  (0.19) (-0.13)  (-0.2)  (1.46) (-0.07) (-0.6)

) -0.0023  0.0135 -0.0531** 0.0074 0.1534*** -0,0227 -0.3779
(0.21)  (1.63) (-2.18)  (0.36) (2.83) (-0.3) (-0.87)

( 0.0492  -0.0180 -0.0330 0.0094 0.1949** -0,0135 -0,1717
3 (1.57)  (-0.51) (-1.01) (0.27) (2.26) (-0.12) (-0.27)

Panel E: audit

) 0.0220 -0,1638 -0,0113  0,0085 -0,2716** -0,0520 -0,2132
0.17)  (-1.33) (0.32)  (0.17) (3.19) (-0.47) (-0.3)

@ 0.0099  0.0015 -0.0626** 0,0143 -0,1791** 0,0415 -0,2639
(1.31)  (0.13) (-2.83)  (0.58) (-3.9) 0.56)  (-0.606)

( 0.0300 0.0148 -0.0477 -0.0024 -0,2236*** -0,0491 -0,7286
Y 060 (04D (148) (005 (3.43) (0.47) (1.4

Panel F: profit sharing

N -0,0298 0.0197 -0.0094 -0.0052 0.0373 0.0378 -0.0115
(-0.75)  (0.73) (-1.2)  (-0.32) (1.36) (0.89) (-0.07)

@) -0.0017 0.0055* -0.0109  0.0021 0.0420*** 0.0209  0,0446
(-0.87)  (1.72) (-1.59)  (0.32) (3.03) (0.85)  (0.46)

3) -0.0283* 0,0354** -0.0160* 0.0027 0.0474** 0.0613* 0.0142

(191D  (2.83) (1.9 (0.27) (239 (195 (0.11)

AT A FAA0] A 547} 7]910] dg D EAjol] vjA QS Bl

317] $istel Al () FAmE= % s

ol vk ae] Walko m AAslgrh A Wg U A W FAUAE oA
5

A A5k e}



I =sizses xesa mis

(Table 4) The effect of tax haven investors’ ownership
on payout ratio and R&D expenditure

This table describes the estimation result from the following panel regression,

AY,, =8, +8,AOWNERSHIF,,+ 3,AOWNERSHIP,, _, + 3, ALARGE, ,+
B, AINSTITUTION, , + 3,SIZE, , + 3, BM, ,+ 3; LEVERAGE, , +
Bgyear dummy,+a, +¢; ,

where Y refers to payout ratio and R&D expenditure in Panel A and B, respectively. The
numbers in parenthesis indicate t-values, and “**" “*" and “” indicate statistically significant in
1%, 5%, and 10% level, respectively.

tax tax non—tax non—tax -
. . large  institutional market—
haven haven domestic domestic haven  haven ; :
. . ) ; . . shareholder investor log(size)  to—  leverage
investor investor investor investor investor investor ) )
ownership ownership book

0 &) 0 =) 0 (=)

Panel A: payout ratio

n 0.8551 1.7155 0.3650 0.5439 5.5989 6.6049 -22.0981
" 0.749)  (0.73) 0.98) (0.6 (0.9 (0.94) (-0.62)
@ -0.0354 -0.2609 0.2439 -0.0968 0.9431 34226 -54304
’ (-0.52)  (-0.89) (1.27)  (0.3)  (0.44) (1.15) (-0.34)
) -1,5513 0.3005 0.2046 -0.1888 3.2501 4.6182 -15.1668
Y (0.98) (0,95 (0.89) (-0.36) (0.73) (1.02) (-0.62)
Panel B: R&D expenditure
@ -0.0000 -0,0001 -0,0000 0.0000 -0.0004 -0.0005 0.0108
" (-0,03)  (-0.94) (-0.06) (0.12) (-0.87) (-1.11) (1.6
@) 0.0000  0,0000 0,0000 0.0000 0.0001 -0,0001 0.0036
’ (1.58)  (0.48) (0.43) (0.249) (0.33) (-0.46) (0.58)
) 0.0000 -0.0000 0.0000 0,0000 0.0008 -0.0002 0.0128

0.72) (-0.44) (0.01) (1.47) (1.16) (-0.4) (1.29)

(Table 4) ©] Panel A% ZA| T 1He] E21712] 2|3 Shej7} ol o] 7= Hake
o Aatolct. F4 A3 A u A FARFL] A ST i el S
the A5A 27 FASHA ZekH ole Sl FEARA R A A 9] 9=
e I e R o R o e R I i = i O S L
(Table 4) @] Panel B ZA| o) Wx] E212}2] 2| & |7} 7] EA o] v 2]= o
G2 UG Aroltt, BAAT 2N IH EAAL, FHEAAL, 24 T E 9]

AARO] 2| Shh7} RSD FAle] S FrHe AFA AL UK

o
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Rz‘.t*Rf :Odi“‘ﬁi(Rm,t*Rf)"'Gi.t 6))

idiosyncratic risk; = std(e,,;_t)

(Table 5) 2] Panel A AT A FAALY] A £ &7 f-54o mAl= 9
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(Table 5) The effect of tax haven investors’ ownership on stock liquidity,
efficiency, and idiosyncratic risk

This table describes the estimation result from the following panel regression,

AY,, =8, +8,AOWNERSHIF,,+ 3,AOWNERSHIP,, _, + 3, ALARGE, ,+
B, AINSTITUTION, , + 3,SIZE, , + 3, BM, ,+ 3; LEVERAGE, , +
Bgyear dummy,+a, +¢; ,

where Y refers to effective spread, variance ratio, and idiosyncratic risk in Panel A, B, and C,

respectively, The numbers in parenthesis indicate t-values, and “**", “*" and “” indicate
statistically significant in 1%, 5%, and 10% level, respectively.
tax tax non—tax non—tax N
: ) large  institutional market—
haven haven domesticdomestic haven haven ; ;
. ; . ; ; . shareholder investor log(size) to—  leverage
investor investor investor investor investor investor hip. ownership book
0 =) 0 (=) g () M™F
Panel A: effective spread
1 -0.0001  -0,0000 0.0001  0,0001** -0.0007** -0,0004 0,0061**
(-1.08)  (-0.04) 0.82) (2.33) (-2.87) (1.32) (2.32)
2 -0.0000 -0.0000 0.0000  0,0001* -0,0013** -0,0006** 0,0081***
(-1.3)  (-0.43) 0.600  (1.69) (555 (242 (3.69)
3) 0,0001** 0,0000  0,0001  0.,0001 -0,0010** -0,0005 0,0094***
3 (.23 030 095 (120 (28 (L4  (@9)
Panel B: variance ratio
1) -0.0023 0.0044*** 0.0009* 0.0012 -0,0017 0.0006 0.0322**
(-1.02)  (2.98) (1750 14 (0.8) (019 (2.06)
2 0.0003** -0,0003 0.0004 0.0002 -0,0010 -0.0004 0,0205*
(1.98)  (-1.52) 0.8) 0.53)  (-1.12)  (-0.22) (2.3)
( 0.0003 -0.0009 0.0009** -0,0005 -0.0019 -0.0038* 0,0240*
Y 03) (13) (16 (08) (13) (L85 (191
Panel C: idiosyncratic risk
1) -0,0057  0.0022 -0.0008  0.0039 -0,0276™* -0,0213* 0,1247*
(-1.21)  (0.65) (039  (1.27) (348 (-1.85) (1.87)
2 -0.0004  -0.0006 -0.0013  0,0007 -0.0168** -0,0112* 0.0809**
(-1.17)  (-1.14) (-1 058 (478 (-1.95) (2.38)
3) 0.0029  0.0008 -0.0005 0.0028 -0.0203*** -0,0160* 0.0983**
3 (1.43) (0.54) (0.39) (1.41) (3.62) (-1.83) (2)
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(Table 6) The effect of tax haven investors’ trading on stock liquidity

This table describes the estimation result from the following VAR.

. + 08, \Atrading amount, _ | + 3, ,Atrading amount, _, +

. . _ B0t 81, t—1 1.2 t—2

AE fective Spread, = i sAEffective Spread, | + 3, 4AF[jedne Spread, _,+e€ ,
_ ,32 o+ 08, Atrading amount, | + (3, ,Atrading amount, _, +

Atrading amount, By 3AEffective Spread, , + 3, | AEffective Spread, _, +¢,,

where trading amount refers to total trading, total buy, total sell, and total net buy in Panel A, B,
C, and D, respectively, The numbers in parenthesis indicate t-values, and “**”, “*” and “*”

)

indicate statistically significant in 1%, 5%, and 10% level, respectively.

Domestic_investors Tax_haven investors Non— tax_haven investors
Panel A: total trading
effective effective effective
total(t) spread () total(t) spread(®) total(t) spread()
intercept -0.0008"*  -0,0115** 0.0088* -0.0077** -0.0052 -0.0173%
(-5.24) (-5.66) (1.74) (-2.58) (-0.96) (-6.7)
total(t-1) -0.3447* 0.3286 -0.3029**  0,0327***  -0.3675** 0.0159
(-16.51) (1.16) (-14.55) (2.67) (-17.74) (1.59)
effective spread(t-1)  -0.0005 -0.2096%** 0.0091 -0.3846*** 0.037 -0.3045***
(-0.34) (-10.07) (0.20) (-18.63) (0.80) (-14.05)
total(t-2) -0.0995%** -0.0761 -0.063** -0.019 -0.1454" -0.0076
(-4.76) (-0.27) (-3.02) (-1.55) (-7.02) (-0.76)
effective spread(t-2) ~ -0,003* -0.1156%* 0.0241 -0.167% 0.0194 -0,1182%*
(-1.94) (-5.57) (0.69) (-8.11) (0.45) (-5.09)
Panel B: total buy
effective effective effective
buy(®) spread(t) 2050 spread(t) buy(®) spread(t)
-0.0013**  -0.0113*** 0.0071 -0.009*** -0.0507*  -0,0204**
intercept (-5.53) (-5.58) (1.03) (-2.99) (-7.28) (-7.75)
-0.3654** 0.2794 -0,372%* -0.0126 -0.3386™*  -0,0229***
buy(t-1) (-17.53) 1.6 (-17.83) (-1.38) (-16.13) (-2.88)
-0.0033 -0.2139** 0.0807* -0.3632***  (0.1655**  -0.2938"*
effective spread(t-1) (-1.3) (-10.26) (1.7) (-17.55) (3) (-14.08)
-0.1199** 0.1111 -0.0809*** -0.0144 -0.0609***  -0,0193*
buy(t-2) (-5.75) (0.64) (-3.88) (-1.58) (-2.9) (-2.43)
-0.0059** -0.115%* -0.0041 -0.1455"** 0.0825 -0,1161%*
effective spread(t-2) (-2.38) (-5.54) (-0.09) (-7.03) (1.5) (-5.57)
Panel C: total sell
effective effective effective
sell) spread(t) sell© spread(t) sell) spread(t)
-0.0004* -0.0118** 0.0062 -0.0096** 0.0493** -0.0235%*
intercept (-1.81) (-5.8) (0.92) (-3.12) (6.84) (-8.75)
-0.3558"* -0.0156 -0.4103**  0,0403** -0.275%* 0.0366***

sell(-1) (-16.87) (-0.08) (-19.79) (4.29) (-13.23) (4.72)
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0.0028 -0.2114% 0.0031 -0.377%* -0,1343*  -0,3083***
effective spread(t-1) (1.16) (-10.006) (0.07) (-18.23) (-2.41) (-14.82)
-0.0821** -0.1929 -0.0781"** -0,0019 -0,1102%* 0.0107
sell(t-2) (-3.89) (-1.04) (-3.75) (-0.2) (-5.29) (1.37)
-0.0004 -0,1184** 0.0555 -0,1582™** -0,1212* -0,1198"*
effective spread(t-2)  (-0.15) (-5.65) (1.22) (-7.69) (-2.18) (-5.78)
Panel D: total net buy
effective effective effective
net(® spread(t) net(® spread(t) net(® spread(t)
-0.1249**  -0,0238*** 0.1546%* 0.0067* 0.1303** -0.0071**
intercept (-18.92) (-7.03) (14.05) (1.68) (17.4) (-2.15)
-0.2173"* 0.0181* 0.0931*** 0.0053 -0.1835"*  -0,0359***
net(t-1) (-10.39) (1.69) (4.55) (0.71) (-8.79) (-3.87)

-0.0156 -0.2728"* 0.3574% -0.3127** 0.1438% -0.3195%
effective spread(t-1)  (-0.38) (-13.03) (6.28) (-15.05) (3.04) (-15.23)

-0.0625%* 0.0024 0.1807*** 0.0269** -0.0331 -0,0244*
net(t-2) (-3.01) (0.23) (8.88) (3.63) (-1.58) (-2.62)
0.034 -0.0689*** 0.293*** -0.0998*** 0.134% -0.088***
effective spread(t-2) (0.83) (-3.29) (5.12) (-4.78) (2.84) (-4.2)
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(Table 7) The effect of tax haven investors’ trading on stock liquidity
(July 2007 to December 2008)

This table describes the estimation result from the following VAR,

, oo Bio T By Atrading amount,_, + 3, ,Atrading amount, _, +
Al fective Spread, = B, 3AEffective Spread,_, + 3, ;AEffective Spread,_, +e, ,
. _ Byt 08, Atrading amount, | + 3, ,Atrading amount, _, +
Atrading amount, = By 3AEf fective Spread, | + 3, ;AEffective Spread, ,+e, ,
where trading amount refers to total trading, total buy, total sell, and total net buy in Panel A, B,
C, and D, respectively. The numbers in parenthesis indicate t-values, and “***"  “*" and “”

indicate statistically significant in 1%, 5%, and 10% level, respectively.

Domestic investors Tax haven investors Non— tax haven investors

Panel A: total trading

rotal(® effective total(® effective wotal(® effective
ota otz ota

spread(t) spread(t) spread(t)
intercept -0.0006 -0.0111 0.0302%* -0.0044 -0.009 -0.0188*

(-1.35) (-1.09) (2.86) (-0.38) (-1.18) (-1.65)
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total(t-1) -0.343% -0.1214 -0,2753"* -0.0571 -0.2655"* 0.032
(-5.77) (-0.09) (-4.60) (-0.87) (-4.42) (0.36)
effective spread(t-1) 0.0021 -0.1761** -0.0042 -0.2499*** 0.0081 -0.1977%
(0.76) (-2.94) (-0.08) (-4.24) 0.2) (-3.32)
total(t-2) -0.1483* 0.3337 -0.1159* -0.1329* -0.0508 -0.1211
(-2.5) (0.26) (-1.97) (-2.04) (-0.84) (-1.36)
effective spread(t-2) -0.0018 -0,1105* -0.1147* -0,1505** -0.02 -0.1383**
(-0.65) (-1.84) (-2.15) (-2.55) (-0.5) (-2.33)
Panel B: total buy
effective effective effective
buy(® spread(t) buy(® spread(t) buy©® spread(t)
-0.0008 -0.0109 0.0135 -0.0096 -0.0409* -0.0217*
intercept (-1.07) (-1.08) 0.77) (-0.82) (-2.46) (-1.82)
-0.3595** -0.3905 -0.4096%** -0.0078 -0.4158** -0.0322
buy(t-1) (-6.1) (-0.49) (-6.89) (-0.2) (-6.74) (-0.72)
0.0022 -0.1727%* 0.2114* -0.2688*** 0.094 -0.2411%*
effective spread(t-1) (0.49) (-2.89) (2.37) (-4.53) (1.12) (-3.97)
-0,2344** 0.8009 -0.1611%** 0.0206 -0.1717** -0.0528
buy(t-2) (-3.98) @1.01) (-2.74) (0.53) (-2.8) (-1.2)
0.0021 -0.1096* 0.0445 -0.1716%* -0.0627 -0.1596%
effective spread(t-2) (0.46) (-1.83) 0.5) (-2.87) (-0.74) (-2.63)
Panel C: total sell
effective effective effective
sell) spread(t) sell®) spread(t) sell®) spread(t)
-0.0008 -0.0112 0.0353*** -0.0085 0.0152 -0.0244*
intercept (-1.32) (-1.1) (2.76) (-0.72) (0.92) (-2.11)
-0.3934% 0.4308 -0.1829** -0.0289 -0.3962% 0.045
sell(t-1) (-6.59) (0.45) (-3.07) (-0.53) (-6.63) (1.08)
0.0016  -0.1755**  -0.0144  -0.2335**  -0.0913  -0,1882**
effective spread(t-1) (0.44) (-2.93) (-0.22) (-3.94) (-1.07) (-3.16)
-0.0896 -0.4693 -0.093 -0.0709 -0.2106*** 0.0495
sell(t-2) (-1.5) (-0.49) (-1.57) (-1.3) (-3.53) (1.19)
-0.0061 -0.1115* -0.0206 -0.143* -0,0302 -0.1185**
effective spread(t-2) (-1.62) (-1.86) (-0.32) (-2.41) (-0.35) (-1.98)
Panel D: total net buy
effective effective effective
net(® spread(t) net(® spread(t) net(t) spread(t)
-0,187%* -0.0228 0.4466""* 0.0088 0.2218*** 0.0158
intercept (-9.59) (-1.45) (8.83) (0.43) (8.54) (1.06)
-0.2532%* -0.0042 -0.0931 -0,0086 -0.2315% -0,0392
net(t-1) (-4.19) (-0.09) (-1.54) (-0.35) (-3.79) (-1.12)
-0.041 -0,1694* 0.4958** -0.2616*** 0.1716 -0.2529™*
effective spread(t-1)  (-0.55) (-2.82) (3.37) (-4.30) (1.64) (-4.21)
-0.0982 0.002 0.0556 0.0702*** -0.1182* -0.0598*
net(t-2) (-1.63) (0.04) (0.93) (2.87) (-1.93) (-1.7)
-0.0262 -0.0476 0.5971%* -0.1106* 0.0013 -0,1318*
effective spread(t-2)  (-0.35) (-0.79) (4,01) (-1.82) (0.01) (-2.19)
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(Table 8) The effect of tax haven investors’ trading on stock volatility

This table describes the estimation result from the following VAR,
B1.0 T B, Atrading amount, | + 3, ,Atrading amount, ., +
B354 Volatility, | + 3, ,A Volatility, _,+e, ,

_ By By, Atrading amount, _ | + 3, ,Atrading amount, _, +

B3, 3A Volatility, | + 3, ,AVolatility, ,+e,,

A Volatility, =

Atrading amount,

where trading amount refers to total trading, total buy, total sell, and total net buy in Panel A, B,
C, and D, respectively, The numbers in parenthesis indicate t-values, and “**”, “*” and “*”

indicate statistically significant in 1%, 5%, and 10% level, respectively.

Domestic investors Tax haven investors Non— tax haven investors
Panel A: total trading
total(t) volatility(t) total(t) volatility(t) total(t) volatility (t)

Intercept -0,001™*  -0,0325" 0.01* 0.039™*  -0.0046  -0.0347***
(-6.17) (-7.49) (1.69) (-7.58) (-0.82) (-7.14)
total (t-1) -0.3472%  -0,5229  -0.3305**  0.0006  -0.3536**  0.0311*
(-16.67) (-0.9) (-15.85) (0.03) (-17) (1.72)

volatility(t-1) -0,0028**  -0,3298**  0,0671**  -0.3533"*  0.1254"*  -0,3439**

(-3.75) (-15.82) (2.79) (-16.93) (5.22) (-16.48)
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total(t-2) -0.1117% -0.1297 -0.0553*** -0.0028 -0,1265%* 0.0219
(-5.37) (-0.22) (-2.65) (-0.15) (-6.12) (1.22)
volatility (t-2) -0.0012 -0.0919*** 0.0557** -0,1013*** 0.0313 -0.0925%*
(-1.55) (-4.4) (2.32) (-4.85) (1.3) (-4.41)
Panel B: total buy
buy(t) volatility(t) buy(t) volatility(t) buy(t) volatility (t)
Intercept -0.0016"*  -0,0315** 0.0084 -0,0434** -0.052%*  -0,0316"**
(-6.20) (-7.20) (1.08) (-8.29) (-7.12) (-6.33)
buy(t-1) -0,3644"* 0.2445 -0.3761*** 0.0048 -0.3164%* -0,001
(-17.5) (0.68) (-17.93) 0.34) (-14.73) (-0.07)
volatility(t-1) -0.0033**  -0.3312**  (0.0823™*  -0.3593"*  0.1386"*  -0.3439***
(-2.76) (-15.86) (2.60) (-17.17) (4.43) (-16.05)
buy(t-2) -0.1231% 0.4372 -0,0818** 0.0086 -0.0702% 0.0002
(-5.92) (1.21) (-3.91) 0.6) (-3.28) (0.02)
volatility (t-2) -0.0019 -0.092%* 0.0263 -0.1072%** -0.0016 -0.0876***
(-1.56) (-4.4) (0.85) (-5.11) (-0.05) (-4.07)
Panel C: total sell
sell(t) volatility(t) sell(t) volatility(t) sell(t) volatility(t)
Intercept -0.0005**  -0.0326** 0.0062 -0,0447**  0.0514**  -0,0438***
(-2.07) (-7.58) (0.8) (-8.38) (6.91) (-8.76)
sell(t-1) -0.3369**  -0,7938*  -0.4018** 0.0071 -0.2878"*  0,0462***
(-16.1) (-2.03) (-19.38) (0.49) (-13.82) (3.29)
volatility(t-1) -0.002* -0.333** 0.0267 -0,3444%* 0.0653** -0.3408**
(-1.75) (-15.96) (0.88) (-16.51) (2.11) (-16.34)
sell(t-2) -0.0715%* -0.6042 -0,0748** 0.0048 -0.115%= 0.029**
(-3.41) (-1.54) (-3.61) (0.34) (-5.53) (2.07)
volatility (t-2) -0.0004 -0.0937** 0.0725** -0.,0844*** 0.0208 -0.0933"**
(-0.36) (-4.49) (2.39) (-4.05) (0.67) (-4.48)
Panel D: total net buy
net(t) volatility(t) net(t) volatility(t) net(t) volatility (t)
Intercept -0.1205"*  -0,0363**  0,1622%*  -0,0248***  0,1359"** -0.0088
(-18.12) (-5.41) (14.48) (-3.64) (17.75) (-1,49)
net(t-1) -0.1907*** -0,0131 0.1042%** 0.0063 -0.1686** -0.0186
(-9.12) (-0.62) (5.04) 0.5) (-8) (-1.13)
volatility(t-1) -0.0072 -0.307** 0,2052%* -0,2847% 0.0472* -0.3006%**
(-0.35) (-14.69) (5.94) (-13.56) (1.73) (-14.21)
net(t-2) -0.047* 0,002 0.1845% 0.0361*** -0.0342 -0.016
(-2.20) 0.1 (8.93) (2.88) (-1.62) (-0.98)
volatility (t-2) 0.0057 -0.0689***  0.1748**  -0.0881** 0.0011 -0.0721 %
(0.28) (-3.3) (5.04) (-4.18) (0.04) (-3.4)
(Table 9y = 2] (7)& 2007 7€ 5§ 20089 128 9] 7|7ts td o= 24t
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(Table 9) The effect of tax haven investors’ trading on stock volatility
(July 2007 to December 2008)

This table describes the estimation result from the following VAR,
B1.0 B Atrading amount, | + 3, ,Atrading amount, ., +
B354 Volatility, | + 3, ,A Volatility, ,+e, ,

o _ By o+ By Atrading amount, | + 3, ,Atrading amount, ,+
Atrading amount, = 3"\ yolutility, | +8, A Volatility, ,+c,,

A Volatility, =

where trading amount refers to total trading, total buy, total sell, and total net buy in Panel A, B,

g

C, and D, respectively, The numbers in parenthesis indicate t-values, and “**", “*” and

indicate statistically significant in 1%, 5%, and 10% level, respectively.

Domestic investors Tax haven investors Non— tax haven investors
Panel A: total trading
total(t) volatility(t) total(t) volatility(t) total(t) volatility(t)

Intercept -0.0007  -0,0483**  0,0311**  -0,0499*  -0,0091  -0,0562**
(-1.48) (-2.76) (2.85) (-2.5) (-1.18) (-2.97)
total (t-1) -0.307** 0.2685  -0.2475** 0,097 -0.239**  -0,0267
(-5.15) (0.12) (-4.11) (-0.88) (-3.96) (-0.18)
volatility (t-1) 20,0019 -0.366**  0.0704"  -0.3818"*  0.0538*  -0,3832**
(-1.16) (-6.12) (2.12) (-6.32) (2.2 (-6.42)
total(t-2) -0.1406* 0.8818  -0.1273*  -0.1515 -0,0528 -0,1911
(-2.36) 0.9 (-2.13) (-1.39) (-0.88) (-1.3)
volatility (t-2) 0.0007 -0.1342%  0.0157 -0.1337* 0.0044  -0.1355*
(0.42) (-2.24) (0.47) (2.2) (0.18) (-2.25)

Panel B: total buy
buy(t) volatility(t) buy(t) volatility(t) buy(t) volatility(t)

Intercept -0,0011 -0,048%* 0.017 -0.0516**  -0,0375" -0.049"*
(-1.45) (-2.75) (0.93) (-2.6) (-2.22) (-2.51)
buy(t-1) -0.3391™*  -0,3321 -0.3952%*  -0,0004  -0.3847**  -0,0305
(-5.76) (-0.24) (-6.6) (-0.01) (-6.17) (-0.42)

volatility(t-1) -0.0032 -0.3629% 0.0889 -0.3603**  0.1048*  -0,3967%*
(-1.24) (-6.09) (1.61) (-5.98) (1.97) (-6.44)
buy(t-2) -0, 24027 1.6194 -0,1538" 0.0698 -0,169** -0.053
(-4.1) (1.19) (-2.58) (1.07) (-2.74) (-0.74)

volatility(t-2) 0.0022 -0.1379** 0.0429 -0.0966 -0.0284 -0.1489*
(0.86) (-2.31) 0.77) (-1.6) (-0.53) (-2.39)

Panel C: total sell
sell(t) volatility(t) sell(t) volatility(t) sell(t) volatility(t)
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Intercept -0.0007 -0.0485%* 0.039*** -0.0529*** 0.0081 -0.0504*
(-1.12) (-2.78) (2.93) (-2.63) (0.48) (-2.04)
sell(t-1) -0,3642** 1.1097 -0.1919** -0,0843 -0.4003% 0.0184
(-6.05) (0.68) (-3.19) (-0.93) (-6.71) 0.27)
volatility(t-1) -0.001 -0.3651%* 0.054 -0,3887** -0.0657 -0.3787**
(-0.47) (-6.1) (1.35) (-6.44) (-1.24) (-0.32)
sell(t-2) -0.0669 -0.9911 -0,1056* -0.1443 -0.2055%* 0.027
(-1.11) (-0.61) (-1.77) (-1.61) (-3.45) 0.4
volatility (t-2) -0.0013 -0.1287* 0.0229 -0.1287** -0.0308 -0.0991
(-0.601) (-2.15) (0.57) (-2.13) (-0.58) (-1.65)
Panel D: total net buy
net(t) volatility(t) net(t) volatility(t) net(t) volatility (t)
Intercept -0.1914* -0.059* 0.4876%* -0.0422 0.2324r -0.0186
(-9.68) (-2.23) 9.65) (-1.27) (8.89) (-0.74)
net(t-1) -0.26247 -0.1304 -0.1085* 0.0041 -0.2277% -0,0583
(-4.34) (-1.61) (-1.76) 0.1) (-3.73) (-0.99)
volatility(t-1) -0.0654 -0.3375%* 0.0821 -0.3512%* 0,1284* -0.3637%**
(-1.46) (-5.62) 0.9) (-5.82) (2.07) (-6.08)
net(t-2) -0.1042* -0.0078 0.008 0.0828** -0.1058* -0.0476
(-1.72) (-0.1) (0.13) (2.03) (-1.73) (-0.81)
volatility (t-2) -0.0155 -0.0563 0.1057 -0.1284** 0.0138 -0.1796***
(-0.34) (-0.94) (1.16) (-2.13) (0.22) (-2.98)
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Abstract

This study examines the effect of stock holdings and trading by
investors from offshore tax havens (hereafter, tax haven investors) on
their target firms and the Korean stock market. This study identifies
how tax haven investors’ holdings affect target firms in terms of firm
value, corporate governance, dividends, R&D investment, liquidity,
information efficiency, and idiosyncratic risk. Moreover, this study
investigates the effect on tax haven investors’ trading on liquidity and
volatility in the Korean stock market, by focusing on total trading
volume, gross buy volume, gross sell volume, and net buy volume.

The main findings of this study are threefold. First, target firms show
a different pattern of value changes subsequent to block acquisition
announcements by tax haven investors than to those by domestic or
other foreign investors. Second, we find that while tax haven investors’
shareholding deteriorates target firms’ corporate governance, it has a
positive influence on information efficiency. We do not find a significant
impact on tax haven investors’ ownership on dividends, R&D
investments stock liquidity, or idiosyncratic risks. Third, tax haven
investors’ trading exacerbates liquidity in the Korean stock market and
increases stock return volatility. Based on these findings, this study
suggests that regulatory authorities should continue monitoring existing
policies to prevent the above-mentioned negative influences of tax haven

investors in the Korean stock market.

% Key words: tax heaven investors, firm value, corporate governance,
liquidity, volatility



